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In the November Record 


Business Highlights: Variations on a 
Theme 


The prolonged steel strike has substantially altered 
the shape and dimension of the general business cycle 
to a degree unprecedented in postwar years. The 
fourth quarter will not show the rapid pickup that 
had been expected: dislocations caused by the 
strike have already deferred output not simply out 
of the third quarter but out of the fourth as well, The 
“standard forecast’ assumes that the poststrike boom 
predicted for the early quarters of 1960 will now 
run throughout that year—in other words, that the 
recovery has been deferred by several quarters. 
Two variations on this outlook highlight deflationary 
and inflationary impacts of the strike on the recovery 
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Corporate Funds in 1959 


The first half of 1959 was marked by a record in- 
crease in corporate assets. Rising approximately 
$25 billion, they fopped the record gains of $20 
billion set in the first half of 1951. Highlighting the 
increase was an emphasis on internal and short- 
term financing as against external long-term sources. 
Funds were channeled mainly toward inventories 
and financial assets, with new plant and equipment 
expendifures continuing low in relation to the inflow 
of funds, Liquidity, which had declined during the 
expansion phases of the two previous postwar cy- 
cles, was higher at mid-1959 than it was at the 
trough of the recession. The cyclical relationships of 
sources and uses and the liquidity level are exam- 
MOGON G1 6c ciciew sviesine i vecketises pee page 494 


1960 Federal Budget—A Midyear Review 


At an expenditure level which is only moderately 
below the peacetime peak of fiscal 1959, and with 
an estimated sharp increase in revenues to an all- 
time high, the 1960 budget is expected to be 
precariously balanced. To evaluate the impact of 
the government budget on general economic activ- 
ity it is necessary to consider the “cash budget” 
rather than the regular budget. For the fiscal 1960 
outlook, as well as a comparison of current esti- 
mates with the earlier January ones and with actual 
1959 figures, S€@.. ee ecececectveces- page 499 


Monthly Survey of Business Opinion and 
Experience 
The Business of Christmas Giving—The 291 manvufac- 
turing firms studied in this month's survey of business 
opinion and experience employ a variety of meth- 
ods for exercising control over business Christmas 
gifts. While some prohibit the giving or accepting of 
any gifts whatsoever, others limit the value of the 
gifts. The companies report on the types of gifts 
they give and note changes, such as the substitution 
of charitable contributions for personal gifts, that 
have recently been made in their policies. Means of 
gaining customer and employee cooperation are 
also discussed s a\'s:0 sinsghs's ss cielenie «alee page Dud 


Discretionary Income Down in Third 
Quarter 
What happened to discretionary income in the 
third quarter is indicated in this report on the 
Boatd’s seriesis:c0 0 ic seve sp wit w eolas'sPagGe aoe 


Consumer Credit: 
With growth of consumer income what happens to 
consumer credif? . . . the story since 1950 is told in 
this chart spread. .....cecesceeees- page SIO 


Expansion in Canada Continues 
The third Canadian postwar expansion has now 
been in progress for more than a year. In com- 
parison with 1949-1950 and 1954-1955, its most 
distinctive feature is the difference in the financial 
sector, reflecting the application of monetary re- 
straint by the Bank of Canada. Canadians hope that 
this curb on excessive activity will help maintain a 
sound economic growth... .<...+-«.--.page 512 


Regional Price Differentials 

Conflicting rulings by courts in the seventh and tenth 
circuits have brought new attention to the Robinson- 
Patman Act ond its application fo problems of 
regional pricing. Headed for resolution by the 
Supreme Court, these lower court decisions raise 
critical questions concerning a seller's freedom to 
charge different prices in different geographic 
areas where competitive conditions are unlike. The 
difficulties of distinguishing price concessions that are 
part of a normal competitive process from those that 
endanger competition are outlined in this article. 
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VARIATIONS ON A THEME 


The “standard” poststrike outlook of a month ago can be reinterpreted in two ways 


hands of steeleconsuming industries had evidently 
fallen to the lowest point of the postwar years. 


B: THE END of October, steel inventories in the 


- Something like 70% of the inventories in existence at the 


beginning of the strike had been liquidated, and the 


_ hard-goods sector as a whole had come perilously close 
_.to a rapid decline in output owing to lack of steel. 


Industrial production apparently fell notably further in 
October, after declining in August and September. Clos- 


ings in automobile plants and in other lines had begun 


to bend the unemployment figures sharply upward. 
Analysts generally agree that the effect of the ex- 
tended steel strike was to break the general business up- 
trend in the third quarter not simply in production, but 
in sales and orders as well; and it is now impossible 
for the fourth quarter to show the rapid pickup that 
had been widely expected on the basis of advancing steel 
output and spurting production of automobiles. The 
strike has thus substantially altered both the shape and 
dimensions of the last half of 1959 to a degree unprece- 
dented in the major steel strikes of the postwar years. 
For a brief period during the strike, it was unclear 
whether steel shortages or tight money was the domi- 
nant influence precipitating a weakening in the statis- 
tics. By late October, that question at least had been 


resolved. As the threat of physical shortages approached 


actuality in a growing number of industries, the problem 
of tight money clearly (although perhaps temporarily) 
took a back seat. At the beginning of the fourth quarter, 
as sales rates at the retail level declined and inventory 


continued to pour out of the hard-goods sector, require- 


ments for funds were no longer rising and pressures on 
the available supply of funds receded. 
What was happening throughout the hard-goods sec- 
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tor could be seen in microcosm in the automobile indus- 
try. As dealers came to grips with the possibility that 
the flow of new 1960 models to their dealerships might 
be cut off, they grew reluctant to discount and the sales 
rate ebbed, reducing the rate of instalment debt forma- 
tion. At the same time, employees in the hard-goods 
sector could foresee layofis when their companies’ steel 
supplies were used up, and grew reluctant to buy. In 
early October, the automobile sales rate picked up 
significantly, but evidently as a reflection of acceptance 
of the new models by buyers in areas and industries yet 
unaffected by the strike. 

As automobile assemblies began to be cut back in 
October, dealers’ need for credit to finance floor stocks 
likewise subsided, and automotive finance companies 
cut the rates they pay for placing their own commercial 
paper. Early in the strike, the cutoff of normal cash 
flows may have aggravated the squeeze on short-term 
funds; by late in the strike, declining activity was easing 
that squeeze. 


Earlier Expectations 

At least until the beginning of October, the impact of 
the steel strike on future business conditions could be 
appraised in terms of simple historical parallels to past 
strikes; and there was a widely held consensus on the 
probable trend following a settlement of the strike. This 
consensus called for a rapid recovery of industrial pro- 
duction to its prestrike level well before the end of the 
fourth quarter, with new quarterly records being set in 
the first half of 1960. 

Pursuing the historical parallels still further, the con- 
sensus called for a sharp expansion in consumer durables 
sales and in capital spending by business—all super- 
imposed on an impressively high rate of inventory ac- 
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cumulation in both metals and nonmetals industries. 
Partly because of the internal logic of this forecast, and 
partly because the boomlets following both earlier steel 
strikes had lasted about one year, there was also a 
strong tendency among forecasters to point to the clos- 
ing months of 1960 as a period for a possible new en- 
counter with the business cycle’s less attractive side. 


The “Standard Forecast’’ 


The duration of the 1959 strike has shaken confidence 
in this timetable and raised a few possible alternatives. 
The restrictions of supply and demand stemming from 
the strike have been considerably greater than was 
anticipated. The dislocations caused by the strike have 
already deferred output not simply out of the third quar- 
ter, but out of the fourth quarter as well. Does this mean 
that the boom envisioned for the first several quarters of 
1960 will now run through all of 1960, with weaknesses 
developing in early 1961 instead? In other words, has the 
pattern of the poststrike boomlet simply been shifted 
one quarter later? 

This is the simplest hypothesis by which to reconcile 
the unexpected duration of the strike with the outlook 
consensus developed during its early stages. It might be 
called the “‘standard forecast.”” However, two other pos- 
sibilities for the business pattern of the future have 
begun to emerge and require some appraisal. 


A More Bearish Approach 


The first of these alternative patterns lays stress on a 
number of present bearish indications in the outlook and 
develops them into a much less favorable picture. The 
fact that activity has held up as well as it has during the 
major surgery of fourteen weeks of steel strike indicates 
that activity in the months preceding the strike was far 
above the normal levels supportable by real demand. 
When the industrial production index reached 155 in 
June, total business inventories were accumulating at a 
record rate, excluding only their frenetic behavior in the 
quarters following the onset of the Korean war. This, in 
turn, suggests that inventories may not be rebuilt at 
anywhere near the rate of accumulation prevailing prior 
to the strike, and may not rise to the levels indicated by 
previous relationships of inventories to sales. 

One could also argue that the restored effects of tight 
money, once the durable goods sector has returned to 
normal production, will be such as to moderate inven- 
tory demand still further and to precipitate weakness in 
housing starts at the same time. And it could be added 
that consumer durables demand, having already had a 
major cyclical expansion prior to the strike, is not likely 
to advance much further in the poststrike environment. 

A conjuncture of all these unfavorable factors might 


thus retard business enough to make the recovery ver: 
mild indeed, and limited largely to the recovery of stee 
output itself. If so, the peak of the expansion that bega 
in early 1958 might not be much above the rate reachex 
in the months immediately preceding the strike. A smal! 
minority of analysts might even argue that those month 
themselves may yet represent the peak. 


A More Optimistic Approach — 


A second and thus far more credible variation on th 
standard forecast expects the poststrike rebound to b 
even stronger and longer, rather than weaker an 
shorter. According to this view, which is now ver 
widely held, the souring of the statistics on business con 
ditions over the past few months is largely a reflection a 
the strike itself, augmented by the uncertainty tha 
layoffs and indefinite spans of employment have create 
throughout the hard-goods sector. Once the uncertaint; 
begins to evaporate, latent strength in demand wi 
surge up in typical poststrike fashion—and to a magni 
fied degree because of the long period of production an 
sales deferrals during this longest of all postwar strikes 

If this view is correct, the effect of the strike has bee 
mainly to recharge the batteries of the expansion tha 
got under way in early 1958, with the result that th 
uptrend in 1960 may reach a level considerably abov 
what it would otherwise have attained.’ Unlike th 
“standard forecast,’”’ which calls for a recovery to th 
level that the trend might have reached in the absenc 
of a strike, this version of the outlook holds out the pos 
sibility of an extremely stimulated recoupment, leadin, 
to inventory excesses and to effective (if not quoted 
price increases on consumer goods and capital goods 
And it leaves open the possibility that high levels o 
output, combined with price uptrends, would create th 
conditions for a new wave of programs for capacity ex 
pansion in major industries. 

If early 1960 were to develop in this fashion, the time 
table of the “standard forecast,’ which suggests th 
possibility of recession by late 1960, might well be super 
seded. Consumers and business would again be com 
peting for limited supplies, as they were at mid-195é 
and unsatisfied demands would be deferred until a late 
date, stretching the boom out into a pattern resemblin: 
the long top that covered the period from late 195. 
through the middle of 1957.1 

The three present versions of the outlook for 196 
that seem to merit consideration may be summarized a 
follows: 


I. The ‘'standard forecast’’ calls for a poststrike recovery ¢ 


about a year in length and of the same proportions anticipate: 


1 For a description of this top, and the kinds of “rolling readjust 
ments” that occurred during the period, see “RR and BC,” Ti 
Business Record, October, 1957, page 445 
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Output and Capacity in Raw Materials Industries 


% Dotted lines represent capacity; solid lines, production So 
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RAW MATERIAL PRODUCTION AS PERCENTAGE OF CAPACITY 
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Index numbers: 1947-1949 output==100; seasonally adjusted; capacity as of beginning of year; inventory changes are seasonally adjusted annual rates 
Source: Federal Reserve ‘ 
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fwo months ago, but with its timing delayed by one quarter 
owing to the unexpected duration of the strike. 

2. A deflationary variation on this theme views the poststrike 
recovery as melting away owing to a high degree of uncertainty 
on the part of businessmen and consumers, and considers the 
effects of this uncertainty on spending plans. According to this 
version, in the late months of the strike a substantial proportion 
of unspent demand was '‘‘lost forever’’ in the sense that it will 
not be recouped in this cycle. 

3. An inflationary variation sees the poststrike recovery as 
sharply augmented by the length of the strike, with the result 
that total activity will advance into an inflationary range, setting 
off a new round of expansion outlays and possibly also specula- 
tive inventory accumulation. (Perhaps implicit in this forecast is 
a more serious recession at the conclusion of such a speculative 
boom.) 


The Cycle and Capital Goods 


Assuming that a poststrike recovery of some dimen- 
sions will now occur, it would obviously be useful to 
know how close to the limits of productive capacity such 
a recovery will carry. At the peak of the 1953 boom, 
combined output of seventeen major industrial mate- 
rials reached about 94% of capacity, as calculated in a 
special series by the Federal Reserve. Toward the close 
of 1955, output of these materials again advanced to 
about 94% of capacity, and in metal-producing indus- 
tries the aggregate operating rate was within a fraction 
of actual capacity. 

In early 1957, output of major materials was no 
higher than in late 1955 and capacity had risen moder- 
ately; throughout the first half of 1957, the pressure on 
capacity in both metals and nonmetal industries was 
apparently easing significantly. At mid-1957, the oper- 
ating rate as a per cent of capacity had fallen to the 
middle 80’s, and it fell sharply thereafter as the 1957- 
1958 recession struck. 

Between early 1955 and early 1959, the combined 
capacity for production of basic raw materials rose 
about 18%, while capacity for the production of metals 
rose about 20%. Immediately prior to the strike at mid- 
1959, operating rates for major materials were still not 
in the range of 90% of capacity, even though all of the 
available figures suggest an extremely rapid rate of in- 
ventory growth during the period (see chart). 

Even assuming that capacity has risen only very 
slightly in 1959, it would take a significant (but cer- 
tainly not an impossible) increase over the operating 
rates prevailing prior to the strike to drive the produc- 
tion of materials as close to capacity as it was in, say, 
the summer of 1955, when conditions favored a pro- 
nounced burst in capacity spending. And, it should be 
noted, world supply of many of the major materials in- 
cluded in these special indexes (as well as the supply of 
finished goods manufactured from such materials 


Plant and Equipment Outlays in Two Recoveries 
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abroad) is greater than it was four years ago in 1955. 

This general abundance is evidenced in the behavior 
of wholesale prices, which have reflected the business 
recovery of the last year and a half in only very insensi- 
tive manner. Indeed, in the past six months, when man- 
ufacturing activity had advanced to an impressive new 
record, industrial commodity prices were virtually 
unchanged. Full supply is also reflected in the fact, 
widely reported in surveys of business spending this 
year, that capital outlays have continued to be directed 
predominantly toward modernization and cost re- 
duction. 

A return of manufacturing activity to its prestrike 
level, while it would doubtless be welcome to em- 
ployees and stockholders alike, need not result in expan- 
sion programs in the volume experienced in mid-1955; 
an aggregate production rate in the high 160’s on the 
present Federal Reserve index might be required before 
the manufacturing sector is placed under the forced 
draft of four years ago. The case for a new wave of basic 
expansion outlays in 1960 is thus still far from complete, 
although in view of the strike’s duration it cannot any 
longer be ruled out as an important possibility. 


ALBERT T. SOMMERS 
Division of Business Analysis 


Business Bookshelf 


Statistical Quality Control—An explanation of statistical quality 
control in nonmathemetical terms written for management 
personnel. Includes a bibliography on the subject. By 
Douglas H. W. Allan. Reinhold Publishing Corp., New York, 
1959, 129 pages. $3.50. 


Managerial Economics—A text showing how the problems of 
management decision making and forward planning can be 
approached by formulating such problems in a quantitative 
manner capable of numerical solution. By M. H. Spencer 
and L. Siegelman. Richard D. Irwin, Inc., Homewood, 
Tilinots, 1959, 454 pages. $8.10. 


Shared Government in Employment Security—This is a scholarly 
and interesting account of the role of advisory councils in 
the employment security program. The case study approach 
of sixteen advisory councils is used to illustrate the factors 
that make a council effective. By Joseph M. Becker, S. J. 
Columbia University Press, New York, 1959, 501 pages. 
$6.50. 


Fact and Theory in Economics: The Testament of an Institutionalist— 
The essays presented here have been selected with a-view to 
demonstrating the meaning of the institutionalist approach 
in concept and practice. Collected Papers of Morris A. Cope- 
land. Edited and with an Introduction by Chandler Morse. 
Cornell University Press, Ithaca, New York, 1958, 847 pages. 
$6.00. 


Stability and Progress in the World Economy—Different aspects 
of the general problem of stability and progress in the world 


economy were explored in thé main addresses delivered by - 
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Professors Sir Dennis Robertson, Jacob Viner, Francois 
Perroux, Gottfried Haberler, and Erik Lundberg to the 
First Congress of the International Economic Association. 
The subsequent discussions for each of the sessions were 
opened by two distinguished economists. This volume prints 
in full the five main addresses and the comments on them 
by the ten discussion openers, and it summarizes the subse- 
quent discussions. Edited by Douglas Hague. St. Martin’s 
Press, New York, 1958, 267 pages. $5.00. 


Automation and Society—A collection of articles dealing with 
the present and potential impact of automation. Included 
are a glossary of automation terms and a series of short case 
histories summarizing progress in automation. Edited by 
H. B. Jacobson and J. 8. Roucek. Philosophical Library, 
New York, 1959, 553 pages. $10.00. 


Advertising and the Subconscious— Proceedings of the 1958 Uni- 
versity of Michigan Advertising Conference. Bureau of 
Business Research, School of Business Administration, The 
University of Michigan, Ann Arbor, Michigan, 1959, 84 
pages. $4.00. 


Selected Readings for Planning and Control Through Budgets—A 
compilation of readings on aspects of business management 
by means of budgetary systems and controls. The material, 
selected from several financial publications, is supplemented 
by a bibliography. Compiled by members of the National 
Society for Business Budgeting, edited by Orville H. Palmer. 
College of Business Administration, Marquette University, 
Milwaukee, Wisconsin, 1958, 363 pages. $5.00. 


Managerial Accounting—The author reviews financial account- 
ing techniques, problems and solutions, and discusses some 
of the ways that accounting can be used by management as 
an aid to the effective direction of an enterprise. The mate- 
rial is augmented throughout by examples and illustrative 
diagrams. By Harold Bierman, Jr. The Macmillan Company, 
New York, 1959, 483 pages. $10.00. 


Directory of American Firms Operating in Foreign Countries, 1959— 
60—Third edition, revised and enlarged. Compiled by 
Juvenal L. Angel, director, Modern Vocational Trends Bu- 
reau. World Trade Academy Press, Inc., New York, 1959, 150 
pages. $15.00. 


Business Forecasts 


Department Stores 


Women’s Wear Daily (October 15)—“‘Despite some appre- 
hension over the possible effects of the steel strike and the 
unseasonably warm early fall weather, retailers believe sales 
and earnings in the last half of the year will be good, even 
‘above normal.’ 

“Department stores expect hardly any change from the 
favorable trends set in the first half of the year, particularly 
since normally the second half is by far the more profitable 
part of the year. 

“But it is pointed out in some quarters that it was fairly 
easy to make a good showing the first six months because the 
like period a year ago was dismal for retailing. On the other 
hand, the second half was much better and so it will be more 
difficult to maintain the first half’s ratio of improvement for 
the concluding six months, it is said. 

“Sales increases for the year are estimated to be between 2% 
and 5% in department stores and for the second half between 
2% and 414%. Earnings are expected to be slightly improved 
over the previous year... .” 


Corporate Funds in 1959 


The business cycle is working its way through the corporate balance sheet 


in typical fashion—except for liquidity 


(excluding bank and insurance companies) ad- 

vanced by a record amount during the first half of 
1959. Combined physical and financial resources rose 
approximately $25 billion, topping the previous record 
of $20 billion set in the first half of 1951. (Last year’s 
recession-influenced first half saw only a $5-billion 
growth in corporate assets; $14 billion was added in the 
first six months of 1957.) 

The sharply higher rate of increase in assets was high- 
lighted by an accelerated expansion of current relative 
to fixed assets, and an emphasis on short-term and 
internal sources of funds rather than external long-term 
financing. Corporate liquidity rose moderately in the 
first half of 1959, although liquidity has historically 
declined in periods of economic expansion. 


4 kee ASSETS of United States corporations 


Sources of Funds 


Internally generated funds provided corporations 
with a record $16 billion in the first half of 1959. The 
rate reflected sharply higher retained earnings and a 
continued advance in depreciation allowances. Never- 
theless, the relative share of internal sources of funds to 
total sources fell to 64%, the lowest level in eight years, 
owing to greatly increased recourse to short-term ex- 
ternal sources. The latter method of financing supplied 


Seasonal Movements in Tax Accruals and Liquid Assets! 
In billions of dollars 


Changes in Changes in 
Cash and U.S. Federal Income Tax 
Governments Liabilities 
Ist Half Qnd Half 1st Half: Qnd Half 
TOSS te. See —2A 4.3 —2.1 i 
LOA hese. .ieectasia —6.0 6.0 —6.9 Se 
BODO see. gate a aiele0s in $8 —1.3 6.3 —3.0 6.8 
WO5C ie seis as ease oe —8.0 3.8 —6.6 49 
OGLE us. cas, ceaharahs sce « —65.1 S.1 —A.9 3.0 
T9SS gees Sete —3.8 ie —5.9 3.5 
LOOOR AEE SN Bets 0.3 aa 0.4 bua 


1 Data cover all corporations excluding banks and insurance companies 
Sources: Securities and Exchange Commission; Tur CoNFERENCE Boarp 


corporations with $5.5 billion (another new record); 
expansion of trade payables and bank loans contributed 
most of this gain, but an added factor was a contra- 


seasonal expansion in federal income-tax liabilities, 
which provided a substantial inflow of short-term funds. 
The first half of the year is usually associated with a 
drain on cash for payment of taxes, but as a result of the 
rapid recovery in corporate profits, tax liabilities ac- 
crued at a rate much above the payment rate (see table). 

External long-term sources of funds have lagged 
considerably this year as a method of corporate financ- 
ing. Net new issues of bonds and stocks and assumption 
of other long-term debt totaled about $3.9 billion in the 
first half of 1959, 25% below the 1958 level. The 
decline has been centered in bond flotations and other 
long-term debt which amounted to $2.6 billion in the 
first half of this year, as compared with $3.9 billion in 
the same period in 1958. A further weakening evidently 
occurred in the third quarter, according to SEC reports 
on corporate offerings for cash sale. 

The reduced volume was caused in large measure by a 
combination of the strong cash position of corporations 
and the relatively slow upturn in plant and equipment 
expenditures that constitute a major use of proceeds 
from debt issues. Another factor has doubtless been the 
high cost of borrowing. Corporate bond yields have set 
new postwar highs this year; in mid-October, they 
averaged 4.88%. 

On the other hand, equity financing during the first 
half of 1959 was relatively strong. New stock issues 
totaled $1.3 billion during this period, or about equal 
to the 1958 level, in an apparent response to the at- 
tractively high prices prevailing in security markets 
earlier in the year. 


Uses of Funds 


Corporate uses of funds in the first half of 1959 were 
focused mainly on inventories and financial assets. In- 
ventory accumulation in the corporate sector amounted 
to more than $4 billion in these months, partially reflect- 
ing anticipations of a steel strike. Although the strike 
itself checked any further build-up in the third quarter, 
inventory investment is expected to resume when the 
strike is settled, particularly in steel-consuming indus- 
tries, where stocks have fallen substantially below 
normal working levels. 

Financial assets rose $7 billion in the first half of the 
year. Of this amount, $5.4 billion was in the form of 
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The Fund Flow in the Corporate Sector 


SOURCES e CORPORATE FUNDS BAL cp 
| su cionklRST HALVES 
$30 
pee TPN ee 


CCUPNCL HEL NT 
azssvatl ate 


BILLIONS 
$60 


EXTERNAL 
Ped SOURCES 


Seo) 
1957 [958 1959 
nce TERM 
SOURCES 


fe) 

| 1947 ‘48 ‘49 ‘50 
BILLIONS 
im $60 


50 


Us USES fesse bl iso 
FIRST HALVES 
BILLIONS 
: tet BBE eae : 


SRCLESE EN | 
ea age eH 
FINANCIAL 


=-10 
1947 ‘48 14 56 ery / '58 '59 ‘60 ‘6l 
Excludes banks and insurance companies. ike data not pouiete to eas data 
Sources: Annual data, Department of Commerce; semiannual data, Securities and Exchange Commission 


NOVEMBER, 1959 495 


496 


Physical Asset Expansion: Relative Roles of Internal 
and External Sources 
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higher receivables, $0.3 billion in cash and United States 
government securities, and the rest in miscellaneous 
assets. The small contraseasonal accumulation of cash 
and governments is partially related to the low level of 
tax payments in the first half. 

At the same time, new plant and equipment expendi- 
tures continued at a low level relative to the inflow of 
funds. Spending for fixed assets amounted to about 
$13 billion, or about $1 billion less than was spent in the 
same period of 1958. Some increase in the rate of corpo- 
rate outlays for plant and equipment is evidently oc- 
curring in the last half of 1959; for all industry (includ- 
ing the noncorporate sector), outlays in the last half are 
expected to be almost 10% above the rate in the first 
half of 1959, and 17% above the last half of 1958. 


Fund Flows and the Cycle 


Corporate financial adjustments to the 1957-1958 
recession generally took the same form as in the two 
previous downturns (see chart); that is, the inflow of 
funds from external long-term sources and from internal 
sources declined, short-term borrowing was sharply cur- 
tailed, inventories were liquidated, spending for new 
plant and equipment fell, and holdings of financial 
assets increased. 


However, these typical responses differed consider- 
ably in magnitude during the three postwar recessions 
(see chart). The drop in total sources and uses from 1957 
to 1958 was about 24%, as compared with 27% and 
47% in 1953-1954 and 1948-1949. Funds provided from 
internal sources declined only modestly from 1957 to 
1958, as profits recovered sharply in the second half of 
1958 and depreciation allowances continued to rise. Dur- 
ing the 1953-1954 period, internal sources rose slightly, 
as the decline in retained earnings was, more than offset 
by a rise in depreciation; in 1949, they fell almost $4 
billion. : 

External long-term financing was also only mildly 
affected in 1958, dropping a little over $1 billion, or 
about the same as in 1953-1954, but substantially less 
than in 1948-1949. On the other hand, funds drawn 
from short-term sources suffered the most pronounced 
contraction in the postwar period. Record cutbacks in 
bank loans and trade payables and a moderate excess of 
tax payments over accruals contributed to the sharp 
decline. 

In 1958, with reduced. amount of funds available, 
spending for physical assets fell more sharply than the 
total inflow of funds, and corporations strengthened 


Postwar Movements in Liquidity and Debt 
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their net working capital positions. Both inventory The Liquidity Level 
liquidation and the decline in new plant and equipment 
expenditures exceeded the similar trends of 1953-1954 
and 1948-1949. At the same time, the increase in 
financial assets was well above the increases in each of 
the two cyclical downturns of 1948-1949 and 1953- 
1954. 


The reversal of the downtrend in corporate liquidity 
since 1958 raises the question of whether something like 
a “normal” level may have been reached, following a 
long period of decline from “abnormally high” levels of 
earlier postwar years. Figures on total corporate 
liquidity of course obscure diverse movements of indi- 
vidual industries, and what is considered an adequate 


The Increase in Liquidit : : : ; 
a » cash position varies with financial, seasonal, and other 


The 1957-1958 recession saw an increase in liquidity characteristics of the industry. Some indication of the 
of the corporate sector as a whole for the first time since over-all liquidity situation, however, is afforded by 
1949. Holdings of cash and United States government examining periods when unusually large increases in 
securities amounted to 45% of current liabilities at the external debt were generated and by comparing these 
end of 1958, an increase of five percentage points from increases with liquidity movements, internal sources of 
1957. During the ensuing recovery of early 1959, cor- funds, and expansions in physical assets (see charts). 
porations maintained their stronger cash positions. At Liquidity, as measured by the relationship of cash and 
the end of the second quarter of 1959, the liquidity governments to all current liabilities, characteristically 
ratio was moderately above the level of mid-1958. This tends to decrease in the early stages of an expansion, 
was in distinct contrast to prior periods of business then to stabilize at a relatively low level at the late 
expansion in 1955 and 1950, when liquidity ratios stages of an expansion, and to rise in the ensuing reces- 
dropped rather sharply. sion. This movement of liquidity is associated with a 

The upward movement of liquidity has not fer pronounced increase in short-term bank loans occurring 
shared by all corporations. Among manufacturing cor- early in the expansion, when the need for funds is 
porations most of the increase occurred in larger com- primarily of a short-term nature to finance inventory 
panies (see table). Corporations with assets of $1 bil- accumulation and expansion of receivables. And while 
lion and over raised their holdings of cash and govern- the holdings of financial assets tend to rise in this early 
ments to 95% of current liabilities at midyear, as com- period of expansion, the increase is more than offset by 
pared with 84% and 77% for comparable periods in 1958 expansion in short-term liabilities. 
and 1957. Some increases over 1958 levels were also At later stages of the expansion, uses of corporate 

_ shown by manufacturers in the $100 million-to-$1 billion funds increasingly take the form of fixed investment; 
asset class. (These two asset classes account for more this rise is associated with a gathering increase in long- 
than half of all cash and government securities held by term debt. In this period, the flow of funds from internal 
manufacturing corporations.) Cash positions of corpora- sources also advances and rates of increase in financial 
tions with assets under $100 million were either near or assets and current liabilities tend to diminish. The 
below 1958 levels at the end of the second quarter of liquidity ratio, which is involved with current items in 
1959. the balance sheet, remains relatively neutral as changes 

A breakdown of corporate liquidity by industry in the flow of funds are centered increasingly in long- 
further reveals that motor vehicles, iron and steel, term sources and uses. 
chemicals and petroleum refining —industries which are Identification of a particular use of corporate funds 
characterized by a relatively large average size of com- with particular sources has a necessarily arbitrary ele- 
pany—accounted for more than 75% of the increase in ment in it. However, the generally parallel behavior of 
cash and governments from mid-1958 to mid-1959. short-term sources and changes in the use of funds for 


Liquidity Ratios! of Corporate Manufacturers by Asset Size 


All $1 Million $5 Million $10 Million $50 Million $100 Million $250 at $1 Billion 
Asset Under to to to to to and 
Sizes $1 Million $5 Million $10 Million $50 Million $100 Million $250 Million $1 Billion Over 
1957 EM. SLR eae: 0.51 0.34 0.40 0.46 0.48 0.57 0.44 0.46 0.78 
1] US e Oe eae © 0.51 0.37 0.39 0.47 0.49 0.61 0.44 0.45 0.77 
TA Tacha sly Mya ead 0.52 0.38 0.43 0.49 0.51 0.59 0.45 0.44 0.75 
PV Fes senate: 0.55 0.41 0.47 0.55 0.55 0.62 0.49 0.46 0.75 
1958 1 TM fee a AN rs 0.53 0.38 0.44 0.56 0.54 0.58 0.51 0.40 0.80 
EM sbreerers 0.55 0.37 0.46 0.58 0.56 0.61 0.54 0.42 0.84 
ee dec t aaa thas 0.56 0.38 0.46 0.65 0.60 0.62 0.55 0.44 0.84 
st 3 ee Paella gf 0.62 0.38 0.52 0.68 0.65 0.67 0.58 0.48 0.93 
1959 (Le Atha books 2 0.58 0.33 0.44 0.59 0.60 0.58 0.56 0.45 0.96 
RE SS EEL 2: 0.57 0.33 0.42 0.54 0.56 0.56 0.55 0.44 0.95 


1 The ratio of cash and government securities to current liabilities 
Sources: Securities and Exchange Commission; Federal Trade Commission; Tom ConrERENcE Boarp 
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financial assets and inventories, as shown in the chart 
on page 495, clearly suggests an association. In the first 
half of 1959, the cyclical relationship that prevailed in 
the past continued: short-term sources and uses were 
extended relatively rapidly. Similarly, a close parallel 
exists between long-term sources (including internal 
sources) and the long-term use of funds for plant and 
equipment outlays; in the first half of 1959, these long- 
term elements in the corporate balance sheet similarly 
displayed a parallel cyclical pattern. 

Cyclical relationships also appear to exist between 
the use of funds for increase in physical assets, on the 
one hand, and internal sources of funds and changes in 
long-term debt, on the other. The ‘chart on page 496 
suggests a modest correlation between uses of funds for 
physical assets and the supply of funds from internal 
sources, with the former series moving earlier and 
exhibiting considerably greater amplitude. The typical 
cyclical gap that opens between the two series in the 
early stage of expansion is evidently an important 
inducement to expansion of external debt. 

Characteristically, over the postwar years the move- 
ment of the gap has been paralleled by changes in the 
volume of external corporate debt outstanding. In re- 
cession years, the gap between increases in physical as- 
sets and internal sources of funds has closed rapidly, and 
in two of the three postwar recessions the sources have 
actually exceeded the uses. In these years, when interest 
rates are usually low, the rate of debt formation has not 
declined sharply, a fact which has tended to provide 
funds for improvement of liquidity. 


Jack RuBINSON 
Division of Business Analysis 


Business Bookshelf 


Survey of the Future Growth of the Petroleum Industry in Alaska and 
Its Impact on Anchorage—A comprehensive regional study of 
the petroleum industry in Alaska. Part 4 (integration of 
Alaska in the future growth of world petroleum industry) 
and Part 6 (estimated explorations, 1958-1967) are of 
particular interest. In addition, it contains valuable infor- 
mation on Alaska’s natural resources as a whole, with 
emphasis on the Anchorage area. By James W. Dalton. 
Compiled by Greater Anchorage Chamber of Commerce, 
Anchorage, Alaska, August, 1958, 109 pages. $4.00. 


Business and Religion—A_ collection of articles dealing with 
ethics and morality in business dealings. Edited by Edward 
C. Bursk. Harper & Brothers, New York, 1959, 212 pages. 
$4.00. 


Solving the Scientist Shortage—A general survey of the current 
state of engineering and scientific training and development 
programs, along with a summary of suggestions for the 
future. By David C. Greenwood. Public Affairs Press, 
Washington, D. C., 1958, 68 pages. $2.00. 


Patterns of Mobility, 1910-1950—A study of the role of migra- 
tion in changing the demographic structure of the com- 


munity of Norristown, Pennsylvania, over the past forty 
years. By Sidney Goldstein. University of Pennsylvania Press, 
Philadelphia, 1958, 254 pages. $7.50. 


Overseas Trade Corporations—A description of the enabling 
legislation by which a company resident in the United 
Kingdom but trading overseas can achieve the status and 
tax benefits of an overseas trading corporation. The study 
also reviews those aspects of company taxation which are 
directly or indirectly affected by the creation of this new 
type of tax entity. By David R. Stanford. Sweet & Maxwell 
Limited, London, 1958, 339 pages. $5.95. 


Know Your Social Security—This is a revised edition of a com- 
prehensive yet simple book on old-age, survivors, and 
disability insurance. It tells both employers and employees 
all they need to know about the law, and contains an inter- 
esting discussion of current issues. By Arthur Larson. 
Harper & Brothers, New York, 1959, 240 pages. $3.50. 


Electronics in Business—The author outlines some of the char- 
acteristics of electronic data processing, and discusses some 
of the present and future effects of this tool on the account- 
ing and record keeping practices of business. By Gardner M. 
Jones. Bureau of Business and Economic Research, College of 
Business and Public Service, Michigan State University, East 
Lansing, Michigan, 1958, 106 pages. $3.50. 


A Study in Liquidity—A review of the problems He pees: with 
reporting company assets and income on the basis of current 
value. Contains calculations of the effect of adjustments for 
inflation on the short-term monetary accounts of fifty-two 
companies and the effects of similar adjustments on the 
long-term debt accounts of twenty-one companies. By 
William A. Paton. University of Michigan, Ann Arbor, 
Michigan, 1958, 176 pages. $5.00. 


Licensing in Foreign Operations, Vol. 1, No. 1, January, 1959, and 
No. 2, April, 1959—A current loose-leaf business service. 
Published quarterly by Foreign Operations Service, Inc., 
Essex, Connecticut. Available only on annual subscription. 
£68.50 per year. 


Cycles and Trends in Textiles—Study of the relationship of 
textile-mill activity to the total national economy, and the 
effects of changes in general business conditions on the con- 
sumption of apparel-type fibers in textile mills. By Thomas 
Jeff Davis. Business and Defense Services Administration, 
Department of Commerce, Washington, D. C., 1958, 63 pages. 
40 cents. 


The Changing Pattern of Distribution—Examines the develop- 
ment, as they relate to the United Kingdom, of methods of 
distribution, changes currently taking place and their 
causes, and the future patterns that may establish them- 
selves. By N. A. H. Stacey and A. Wilson. Business Publica- 
tions Limited, London, 1958, 380 pages. $6.30. 


Wholesaling—A text analyzing the American wholesaling 
system and depicting the scientific management of a whole- 
sale enterprise. By T. N. Beckman, N. H. Engle, and R. D. 
Buzzell. The Ronald Press Company, New York, 1959, 705 
pages. $8.00. 


Trends in Birth Rates in the United States Since 1870—The first 
of the three essays comprising this book deals with trends 
in the birth ratios of whites, while the second is concerned 
with the birth ratios of Negroes from 1870 to 1950. The 
final essay, investigating factors that may have accounted 
for the secular decline of the birth rate in the advanced 
countries, contains a review of the literature and an evalu- 
ation of methodological approaches to the study of birth- 
rate trends. By Bernard Okun. Baltimore, The Johns Hopkins 
Press, 1958, 203 pages. $3.50. 
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budget on general economic activity? How does 

the current estimate of the 1960 budget compare 
with the earlier January estimate and with the actual 
budget figures for 1959? Now that the midyear review 
of the 1960 federal budget has been released,! one can 
venture to give a guarded answer to these questions. 


1960 Budget—A Bird’s-eye View 


The current 1960 budget estimate agrees with the 
earlier January estimate on one major point: the 1960 
budget will be a balanced budget—but a precariously 
balanced one. The current budget estimate increases the 
projected budget surplus from $70 million to $95 mil- 
lion, which is still a mere tenth of one per cent of total 
government spending. Needless to say, even a moderate 
slackening in the rate of economic expansion will upset 
this fine balance. 

Nevertheless, when the projected balance of the 1960 
budget is compared with the massive $12.5-billion 
deficit of fiscal 1959, the record appears very impressive 
indeed. In fact, this record may easily lead one to 
surmise that the 1960 budget is one of thrift and re- 
trenchment. This is far from being the case. 

Projected government expenditures of $78.9 billion 
are only $1.8 billion below peak peacetime expenditures 
of fiscal 1959, which were inflated by special antireces- 
sion measures and by the new subscription to the Inter- 
national Monetary Fund. That year alone excluded, 
current projected government spending represents a new 
peacetime high, exceeding the rather large government 
expenditures of fiscal 1958 by $7 billion (see chart). 

In fact, it is the tremendous increase in government 

1 Executive Office of the President, Bureau of the Budget, 1960 


Federal Budget Midyear Review, Government Printing Office, Septem- 
ber, 1959 


W ree is the probable impact of the 1960 federal 
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1960 Federal Budget 
— A Midyear Review 


receipts of $10.8 billion that is expected to balance the 
budget. As shown in chart 1, government revenue is 
projected to reach an all-time high of $79 billion, exceed- 
ing the previous peak of fiscal 1957 by $8 billion. 

In summary, the 1960 budget is clearly expected to be 
one of large-scale spending, matched by a record level of 
government receipts that is based on projections of a 
continuous and very rapid recovery and expansion of 
economic activity and national income.! 


Comparison with the 1959 Budget 


The current budget projects a reduction in expendi- 
tures of $1.8 billion and an increase in revenues of $10.8 
billion. How are these changes accounted for? — 

1 According to The New York Times, September 25, 1959, the 


revenue projections also assumed that the current steel strike would 
be settled by mid-October 


Table 1: Budget Receipts and Expenditures, Fiscal 1959 


and 1960 
(In millions) 
Change to Current 
1960 1960 Estimate 

From From 
Source or Function 1959 January Current Actual January 
Actual Estimate Estimate 1959 Estimate 

Budget Recevpts by 
Source: 


Individual income taxes. $36,716 $40,700 $41,000 +$4,284 + $300 
Corporation income taxes 17,309 21,448 22,500 + 5,191 +1,052 


Excise taxes........... 8,506 8,945 9,100 + 594 + 155 
All other receipts....... 5,628 6,007 6,400 + 772 + 393 

Tahoe. ee. 68,158 77,100 79,000 +10,842 +1,900 
Budget Expenditures by 

Function: 
Major national security.. 46,411 45,805 45,713 — 698 — 92 
International affairs and 

AIDATICC ocean etic seabed 3,750 2,129 2,051 — 1,699 — 78 
Commerce and housing.. 3,423 2,243 2,995 — 498 + 682 
Agriculture and agricul- 

tural resources....... 6,562 5,996 6,052 — 510+ 56 
Natural resources....... 1,670 1,710 1,792 + 122+ £82 
Labor and welfare...... 4,422 4,129 4,407 — 15 + 278 
Veterans’ services and 

henemtts et ne oesacde-- 5,175 5,088 5,133 — 42 + 45 
Entérest |. 2247 453.4 be... 7,686 8,096 9,079 + 1,393 + 983 
General government..... 1,600 1,735 1,678 + 78 — 57 
Allowance for contin- 

PENCIES phevecaietessraronetstere ec 100 75+ 75 — 


AL OtaLe tees hlete ct tec 80,699 77,030 78,905 — 1,794 +1,875 


Source: Bureau of the Budget 
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The major changes are summarized in chart 2. As 
shown there, the major cuts in expenditures are expected 
to occur in international affairs and finance, major 
national security, agriculture and agricultural resources, 
commerce and housing. 

The $1,699 million reduction in international affairs 
and finance is accounted for mainly by the elimination 
of the one-time subscription of $1,375 million to the 
International Monetary Fund in fiscal 1959 and by a 
$397-million decrease for the Export-Import Bank. The 
latter reduction is the result of a rise in loan collections, 
increased sales of loans to private investors, and lower 
estimates for emergency loans. 

The bulk of the $698-million reduction in major 
national security is accounted for by a decline in mili- 
tary assistance, which is largely the result of decreasing 
appropriations in recent years. 

The decline in expenditures for agriculture and agri- 
cultural resources reflects a $525-million reduction be- 
cause of the ending of the acreage reserve part of the 
soil bank program. 

In commerce and housing, a reduction of $805 million 
for the Housing and Home Finance Agency was largely 
the result of the termination of special antirecession 
measures. This decline has been offset to some extent by 
increased spending of the Veterans Administration, the 


National Aeronautics and Space Administration, and 
the Federal Aviation Agency. 

One of the most important features on the expenditure 
side of the 1960 budget is the $1.4-billion increase in 
interest payments on the public debt. This large and 
partially unexpected increase reflects the current tight- 
money situation which has forced the Treasury to pay 
peak interest rates on its current borrowing and refi- 
nancing. This situation has been further aggravated by 
the 414% interest ceiling on long-term government 
borrowing which has forced the Treasury more and 
more into the short-term market. 

On the revenue side, the picture is a rather simple one. 
Receipts from all major sources are expected to increase 
sharply, reflecting the rapid and sustained recovery 
from the 1957-1958 recession. Only the magnitude of 
the upward projections of revenue is surprising. Par- 
ticularly, the $4.3-billion increase in individual income 
taxes, and even more so the increase of $5.2 billion in 
corporation income taxes, seem to rely heavily on a 
very rapid and sustained economic expansion. 

Conceivably, the estimate of budget receipts may 
have been based on a more favorable third-quarter esti- 
mate of income and profits than is revealed by the 
latest figures available, and a peak fourth quarter which 
has yet to materialize. 


Changes in Federal Budget Receipts and Expenditures, Fiscal 1959 and 1960 
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Comparison with the January Estimate 


On the whole, the current 1960 budget estimate repre- 
sents the January-1959 estimate with a number of 
major upward revisions of expenditures as well as 
revenues. 

On the expenditure side, the most important single 
item is the increase in interest payments by close to one 
billion dollars, reflecting a much tighter money market 
than would have been foreseen by most economists 
early in 1959. 

The bulk of the $682-million increase in commerce 
and housing is accounted for by a rise in the deficit of 
the Post Office Department of almost one-half billion 
dollars, because of the refusal of Congress to enact the 
rate increases recommended by the President and be- 
cause of earlier overestimates of revenue. 

The other major increase of $278 million for labor and 
welfare reflects mainly higher Congressional appropria- 
tions for Health, Education and Welfare than the Presi- 
dent had recommended. 

On the revenue side, the picture is again rather plain. 
A substantial upward revision of revenues matches the 
increase of expenditures. Particularly impressive is the 
increase in estimated corporation income taxes by more 
than one billion dollars. The general optimism which 
underlies these revenue estimates has been emphasized 
sufficiently. 


Impact on Economic Activity 


The regular budget is of limited usefulness in evaluat- 
ing the impact of government activities on the rest of 
the economy. It is not entirely on a cash basis and 
covers government activities very incompletely. The 
so-called “cash budget”—that is, the flow of Federal 
Government receipts from, and payments to, the pub- 
lic—serves this purpose much better. The “‘cash budget” 
covers not only the regular budget on a cash basis, but 
also includes the activities of federal trust funds and the 
net balance of government-sponsored enterprise ex- 
penditures.! It eliminates intergovernmental transac- 
tions, accrued interest and other noncash adjustments, 
and receipts from exercise of monetary authority (mostly 
seigniorage on silver). 

Each dollar of cash siphoned from the public to the 
government is likely to reduce the public’s total demand 
for goods and services. Each dollar paid by the govern- 
ment to the public is likely to increase this demand. The 
extent to which the public demand for goods and serv- 
ices is affected depends, of course, on the income 
velocity of money. In the extreme case where the money 
paid to, or received from, the government is strictly 
allocable to idle cash balances, the effect on the public’s 
demand for goods and services would be nil. 

However, the income velocity of cash payments flow- 


1 Government-sponsored enterprise expenditures cover the activi- 
ties of banks for cooperatives, the Federal Deposit Insurance Corpora- 


tion, federal home loan banks, federal intermediate credit banks, and 


federal land banks 
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Table 2: Federal Government Receipts from and Payments 
to the Public, Fiscal 1959 and 1960 


(n millions) 
1960 
1959 January Current 
Actual Estimate Estimate 
Receipts 
Budget. receipts. ot. .screerdnl tare ¢ $68,158 $77,100 $79,000 
aie fund receipts............. 17,067 20,477 20,435 
ess: 
Intragovernmental transactions. 3,651 4,015 4,179 
Receipts from exercise of mone- 
VARY, QUUNOLIVY 2). os de ate eae 44 60 47 
Receipts from the public..... 81,530 93,502 95,209 
Payments 
Budget expenditures............ 80,699 77,030 78,905 
Trust fund expenditures......... 18,535 20,259 20,278 
Government-sponsored enterprise 
expenditures (net)............ 1,171 112 662 
Less: 
Intragovernmental transactions. 3,651 4,015 4,179 
Accrued interest and other non- 
cash adjustments (net)..... 2,217 510 629 
Payments to the public...... 94,537 92,875 95,037 
Excess of receipts from public (++). ae +626 +172 
Excess of payments to the 
DUD ECL). fx os ae Nee duadc-iays —13,007 


Source: Bureau of the Budget 


ing through the government sector is far from zero, but 
need not be uniform for various sectors of the economy. 
Actually, government activities could have an expan- 
sionary impact on the public’s total demand, even if the 
cash budget were perfectly balanced. This would be the 
case if the income velocity of government payments to 
the public exceeded that of government receipts from 
the public. In absence of more specific knowledge, it is 
not unreasonable to proceed on the assumption that 
these two income velocities do not differ very much 
from each other.! Under these conditions, the surplus or 
deficit of the cash budget is an appropriate indicator of 
the expansionary or contracting impact of government 
activities on the economy. 

Table 2 presents the actual federal “‘cash budget” for 
fiscal 1959 and the January and current estimates for 
fiscal 1960. Of particular interest is the balance of the 
cash budget: a deficit of about $13 million in 1959; a 
surplus of $626 million, according to the January esti- 
mate, which has been whittled down to $172 million in 
the current estimate for fiscal 1960. If we compare these 
balances with the balances of the regular government 
budget, it becomes evident that government activities 
in 1959 were often even of a somewhat stronger expan- 
sionary nature than was suggested by the regular 
budget. 

The surplus for 1960 is of a negligible order of magni- 
tude regardless of whether it is measured by the regular 
or by the cash budget. Interestingly, the current esti- 


1 Tt is also implied that the income velocity within the government 
sector is of a similar order of magnitude 
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mate of the 1960 regular budget increases the tiny 
budget surplus by $25 million, whereas the current esti- 
mate of the cash budget reduces the surplus by $454 
million. The latter figure is more relevant in evaluating 
the government impact on general economic activities. 


Summary 


According to the current estimate, the 1960 budget 
cuts 1959 spending by $1.8 billion. This cut affects 
external government spending much more extensively 
than expenditures directly relating to the internal econ- 
omy. As a partial offset to reduced spending, the very 
sharp increase in interest payments on the public debt 


is of major importance. 


Revenues are expected to rise very substantially by 
$10.8 billion. This estimate relies heavily on a rapid, 
sustained recovery and expansion of general economic 
activity and national income. 

Broadly speaking, the 1960 budget is expected to be 
relatively neutral with regard to its impact on the 
public’s demand for goods and services. 


Micwaet E. Levy 


Division of Economic Studies 


Announcements of 
Mergers and Acquisitions 


dunes ll, 1959—— 


July 10, 1959! 


(Concluded from October, 1959, issue) 


Acquirer 
Description and Assets in Millions 
Superior Window Co. ($1.8) 
Aluminum windows, jalousies, cur- 
tain walls and solar shades mfr. 


Symington Wayne Corp. ($29.7) 
BAY, equipment and steel castings 


Unexcelled Chemical Corp. ($3.1) 
Pyrotechnics, paints, varnishes and 
allied products mfr. 


United States Chemical Milling Corp. 
($3.0) 


Chemical process milling of alumi- 
num, magnesium, titanium, stainless 
steel and other metals 


United States Tobacco Co. ($35.9) 
Snuff, cigarettes, chewing tobacco 
and smoking tobacco mfr. 

Vulcan Materials Co. ($89.9) 
Commercial aggregates, construction 
and paving materials and chemical 
products mir. 


Welbilt Corp. ($14.5) 
Gas and electric ee and air con- 
ditioning units 

Western Natural as Co. ($57.9) 
Explores for and produces oil and 
natural gas 


Whitehouse Boat Co. (n.a.) 
Fiberglas boats mfr. 


Wilson-Loveton Publications (n.a.) 


; Acquired Unit 
Description and Assets in Millions 


March Supply Co., Ine. (n.a.) 


Shields, Harper & Co. (n.a.) 
Automotive distributor 


Globe Hoist Co. ($2.7) 

Automotive and industrial hoists mfr. 
Aylward Chemical Co. (n.a.) 

Liquid chemical fertilizers mfr. 


H & B American Machine Co., Ine. 
(Aircraft div. of) (n.a.) 


Darco Industries, Inc. (over $.5)* 
Aircraft equipment mfr. 

Circus Foods, Inc. (n.a.) 
Cas nut products and candy bars 
mir. 

Ralph E. Mills Co. (n.a.) 
Heavy construction 


Talco Constructors, Inc. (n.a.) 
Heavy construction 


Talbott Construction Corp. (n.a.) 
Heavy construction 


Wedgewood-Holly Corp. (n.a.) 
Gas ranges ; 


City Products Corp. 
(Premier Oil Refining Co. 
(n.a.) 
Oil refiner 

North American Mfg. Co. (n.a.) 
Fiberglas, aluminum and wood boats 
mfr. 

“Architectural Ceramics” (n.a.) 
Building industry trade publication 


div. of) 


Acquirer 
Description and pee in Millions 


Woodward Iron Co. ($54.2) 
Pig iron mfr., coal and iron miner 


Be Consolidated Industries, Inc. 
Gold and tin producer, heavy ma- 


chinery and heat exchangers mfr. and 
structural steel fabricator 


Acquired Unit 
Description and Assets in Millions 


Alabama Pipe Co. (over $1.0)* 
Tron pipe mfr. 


Nichols Construction Co., Inc. (n.a.) 
Field erection service 


Arrow Industrial Mfg. Co. (over $1.0)* 
a pe Poe heat-exchange equipment 
mfr. 


* Estimated minimum capital from ‘'Thomas’ Register of American Manu- 


facturers, 1959”’ 


Mergers and Acquisitions 
July 11, 1959—August 10, 1959 


: Acquirer 
Description and Assets in Millions 


Aberdeen Oil Co., Inc. 
(Sub. of Aberdeen Petroleum Corp.) 
($2.3) 
Oil producer 


Advance Ross Electronics Corp. (n.a) 
(Formed by merger of) 


Aetna Industrial Corp. (n.a.) 


Agricultural Chemicals, Ltd. (Canada) 
(Sub. of American Agricultural 
Chemical Co. ) ($77.5) 

Fertilizer and chemicals mfr. 

Allied Artists Productions, Inc. 

(Sub. of Allied Artists Pictures Corp.) 
($10.2) 

Motion picture producer and dis- 
tributor 

American Hoist & Derrick Co. ($25.4) 
Cranes, hoists, and derricks mfr. _ 


Amos Parrish & Co., Inc. (n.a.) 
Advertising, merchandising and mar- 
keting consultant 


April Corp. (n.a.) 


Baldwin-Ehret-Hill, Inc. (n.a.) 
(Formed by merger of) 


Baltimore Paint & Chemical Corp. 


2 
Contes by American Dryer 
Corp.) 
House paints, enamels, varnishes and 
industrial finishes mfr. 
Basic Atomics, Inc. ($1.4) 
Lithium-bearing mineral explorer 


Baxter & Sullivan, Ine. (n.a.) 


Beatrice Foods Co. ($86.6) 
Dairy and food products mfr. 


Boise Cascade Corp. ($58.0) 
Lumber, lumber products, cement 
and pulp and paper products mfr. 


Borden Co. ($348.8) 
Dairy, food and chemical products 
producer 

Borman Food Stores, Inc. ($11.4) 
Supermarket chain operator 


Acquired Unit ad 
Description and Assets in Millions 


Monarch Royalty Corp. (n.a.) 
Oil producing properties owner 


Ross Mfg. Co. (over $.3)* 
Television receiver components mfr. 


ere Aluminum Castings Corp. 


Cast aluminum cooking utensils and 
custom castings mfr. 

W. F. Dougherty & Sons (over $.1)* 
Restaurant and hotel supply equip- 
ment mfr. 

Grand ipa Fertilizers, Ltd.(Canada) 

(n.a. 


Seattle Exchange (n.a.) 
Seller of motion pictures to dis- 
tributors (Seattle, Wash.) 


Hetherington & Berner, Inc. (over 

.3 
aephalt plants and paving machinery 
mfr. 

Fred Gaertner Jr. & Associates (n.a.) 
Advertising, merchandising and mar- 
keting consultant 

George Engel Associates (n.a.) 
Management consultant 

Texstar Corp. ($1.7) | 
Controller of various 
corporations 

Baldwin-Hill Co. ($3.8) 
Mineral wool insulation products 
mfr. 

Ehret Magnesia Mfg. Co. (over $1.0)* 
High temperature insulations mfr. 

M. J. Merkin Paint Co. (over $1.0)* 
Paints mfr 


industrial 


Charlex Realty Corp. (n.a.) 
Real estate sales agent 

Ohio Bronze Powder Co. (n.a.) 
(Sub. of Unexcelled Chemical Corp.) 
Metallic powders mfr. 

Tasty Foods, Ine. (n.a.) 
Potato chip and canning plant 
operator 

Valsetz Lumber (n.a.) 
(Affiliate of Herbert A. Templeton 
Lumber Co.) 
Sawmills and plywood plants op- 
erator 

Puerto Rico Dairy, Inc. (San Juan, 

P. R.) (n.a. wi 

Fluid milk processor and distributor 


American Stores, Inc. (n.a.) 
Supermarket chain operator (Mich- 
igan) 


[Mergers continued on page 528] 


BUSINESS RECORD 


Monthly Survey of Business Opinion and Experience 


THE BUSINESS OF CHRISTMAS GIVING 


business friends is a practice that most of the 

291 manufacturing firms participating in this 
month’s survey of business practices strongly oppose in 
principle. Typical is the attitude of one construction 
materials producer who regards “the giving of Christ- 
mas gifts for business purposes as a most unhealthy 
practice, which in its worst form borders on bribery, 
and in its lesser form is a useless business expense.” 

Even more outspoken in his disapproval is one com- 
pany president who states that “the giving of Christ- 
mas gifts on the part of business is becoming a racket, 
and we shall do everything we can to discourage it.”’ » 

To the extent that business gifts “‘are intended to 
influence the placement of an order, they are a source 
of embarrassment to the recipient,” according to 
respondents. As a machinery executive notes: “The 
mere fact that an employee has received a gift may make 
it appear that he favored the donor in a business trans- 
action, regardless of how unfair such a conclusion 
actually may be.” 

A number of respondents indicate that if the intent 
is to “buy business,” the practice of Christmas giving 
is ill conceived. In the words of one executive: “It is 
only through better service, quality, and ethical rela- 
tionships that a company can earn customers’ good will. 
Gifts cannot create good will—you can’t buy friend- 
ship.” The president of an apparel firm concurs, stating 
that “we would far rather have the money spent on 
gifts used to reduce prices or to provide better service.” 


( 5 busin Christmas gifts to customers and other 


“AN EXPRESSION OF GOOD WILL” 


A small minority of the firms surveyed maintain that 
there is nothing inherently wrong with the practice of 
Christmas business gifts. As one company puts it: 
“Christmas giving is an appropriate way for a member 
of our company to reflect warm personal feelings to 
users of our products.”’ Nevertheless, these respondents 
counsel moderation. One firm indicates that its basic 
policy is “‘to give gifts which are of small dollar value 
and which serve as an expression of our good will toward 
customers and friends.” 

Another group of companies, while agreeing with the 
sentiment of business Christmas remembrances, replies 
that ‘“‘our Christmas greetings to customers are very 
well expressed through the medium of a Christmas 
card.” In this connection, a machinery producer re- 
ports: ““We found that the entire practice of Christmas 


gifts was being badly abused, and turned to a wide use ~ 
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of personally designed Christmas cards which have 
served very well to remind customers and friends of 
our company’s gratitude for our business relationship.” 


THE RELUCTANT GIVERS 


While most responding companies would prefer not 
to participate in giving or receiving business Christmas 
gifts, almost half do send out gifts at Christmas time. 
Considerations of precedence and competition are most 
often cited by respondents to explain their continuation 
of Christmas giving, as indicated by the following replies: 


“We do not encourage the giving of business Christmas 
gifts, but it is a practice which industry has accepted and 


we conform.” 
ok * * 


“This company believes that the practice of giving and 
receiving business gifts is not desirable. However, owing to 
competitive practices our marketing department feels that 
it is necessary that some gifts be given.” 

* * #* 

“TI would prefer to eliminate the practice. However, with 
the precedent established and in some instances where 
competition requires it, the practice must be maintained.” 


Other companies report that their opposition to gift 
giving is a relatively recent development and that “‘we 
have not seen fit to stop either the giving or the re- 
ceiving in toto, but have greatly discouraged both. We 
think we are making progress.” 


A SHIFT IN PRACTICE 


A turning away from the giving and receiving of busi- 
ness Christmas gifts is apparent from the replies of 
survey participants. Of the thirty-one companies whose 
gift policy or practices have undergone change in the 
past two years, all but two have acted to curb business 
gifts. Some report that there has been “a gradual 
tightening of our giving policy.” A firm in the oil in- 
dustry states that it “drastically curtailed the amount 
of spending toward Christmas gifts. It is our policy now 
that a token gift is acceptable. We have eliminated any 
business gifts that might in any way be misconstrued.” 
A foundry company’s vice-president reports that his 
firm has partially abandoned Christmas giving, stating 
that “in the past two years we have discontinued send- 
ing gifts to one group of customers, and are hopeful 
that we may one day discontinue all gifts.” 

A number of firms have completely eliminated gift 
giving during the past two years. One company presi- 
dent relates the following experience: 
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“Some years ago we did a certain amount of Christmas 
giving, but as the years passed and the level of gifts in- 
creased, both incoming and outgoing, we finally concluded 
that the whole matter was in bad taste and therefore have 
discontinued giving any presents, and have requested all 
suppliers to refrain from giving any presents to our people. 

“Like anyone else, we were reluctant to see that a pleas- 
ant form of greeting or salutation at the holiday season had 
degenerated into a contest of some kind, but, since it had, 
we felt that there was nothing to do but face it. We believe 
that everyone is relieved and happier by the institution of 
this policy. We are pleased with the result and feel strongly 
that this is the proper way to handle the matter.” 


A metalworking company vice-president credits the 
1958 recession with adding impetus to his firm’s decision 
to discontinue gift giving entirely. “As we look back,” 
he adds, “‘we do not believe that our decision had any 
adverse effect.” 


Substitution of Charitable Contributions 


A number of survey participants have recently 
stopped giving Christmas gifts and have diverted the 
funds previously used for gifts to charitable purposes. 
One company, for example, donates a sum of money to 
the Heart Association each Christmas and sends the 
following card to the firms that previously received 
gifts: 


“Season’s Greetings 

“You will be pleased to know that we are sending a sum 
in your name to the Heart Association. This is being done in 
lieu of sending individual gifts to our customers this year. 

“Your contribution has assured new hope for hearts, for 
it will assist in research, community service, and educational 
programs to help people ‘live with their hearts.’ 

“Tn the true spirit of the Season you can appreciate these 


vital and humanitarian services which your participation ~ 


helps make possible.” 


The president of a chemical company describes a 
somewhat different approach: 


“Gifts were eliminated, and the money is being used. to 
set up scholarships in various universities. We advised all 
the recipients of Christmas gifts that because of the prob- 
lems of fairly distributing these gifts, it was decided to dis- 
continue them and instead use the money for scholarships. 
The letters we received complimenting us on this move were 
very gratifying.” 


Increasing Gift Giving 


Only two companies in this month’s survey write 
that they plan to increase their giving of business 
Christmas gifts this year. One of these firms finds the 
increase necessary “to be competitive with the practice 
of others in the trade.” The other for years has given a 
distinctive, modestly priced, memorandum booklet. Its 
president remarks that this gift “thas been so well re- 
ceived that there is no possibility of our eliminating it 
without causing a great deal of ill will. On the other 
hand, many people have seen [the booklets], and con- 


sistent requests for copies have made us feel that we 
would be wise in expanding the list.” 


Salesmen as Gift Givers 


This month’s survey participants point out that their 
policies regarding Christmas gifts are only applicable 
to the company as an entity. A number of respondents 
believe that “‘field sales representatives, working on 
commission, are in business for themselves and as such 
determine their own business policies.” An office equip- 
ment executive’s remarks illustrate the predominant 
philosophy and practice among these companies: 

‘Although we prohibit the giving of gifts by the com- 
pany, we do not attempt to control gift giving by our sales 
representatives in the field on an individual and personal 
basis. We feel that they are the best judges of whether or 
not gifts should be made to specific customer contacts, 
which individuals should be presented with gifts, and the 
nature and value of the gift. Naturally, the sales representa- 
tive presenting such gifts is in no way compensated by the 
company for this expense, nor is he permitted to indicate 
that the gift is from the company.” 


HOW TO RECEIVE 


Forty-three per cent of the companies surveyed state 
that they allow their employees to accept Christmas 
gifts from outside companies. Another 16% discourage 
but do not prohibit the acceptance of such gifts. These 
latter companies consider that “it does not seem prac- 
tical to have an ironclad rule which may not be enforce- 
able”’ or cite instances where “‘the value of the gift is so 
negligible that to return it would make us look ri- 
diculous.”’ 

Some firms put a dollar limit on the value of gifts 
that may be accepted. These limits range from $2 to 
$25, with $15 being the most frequently cited figure. 
Most companies, however, report that no specific dollar 
limit is set, but that employees are expected to decline 
gifts “whose value is so great as to make it apparent 
that the donor is making an effort to influence the 
recipient.” 

A criterion used by a number of responding companies 
in determining the propriety of accepting a business 
gift is its durability. For example, the president of a 
textile mill writes that “‘our purchasing agent has a rule 
that the department will accept no hard goods, but will 
accept consumable gifts (e.g., foods).” And the chair- 
man of the board of a machinery manufacturer reports 
that an employee may accept a gift “if it is something 
that will be consumed by the family during the holidays.” 

Survey participants are often guided by the “one- 
day rule’, 7.e., that a gift is acceptable “if it can be 
eaten, drunk, smoked, or used up in a 24-hour period.” 
A number of companies have adopted this rule, stating 
that they “cannot, in good conscience, object too 
strenuously when a company sends in something that 
can be consumed in one day.” 

The president of one firm explains that he controls 
by indirection the size of business gifts to be accepted. 
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He stipulates that “gifts may be accepted only if ap- 
proved by an officer of the company. We feel that by 
requiring this clearance, gifts that might otherwise be 
accepted will be refused by our employees.” 


From Substantial Suppliers 


Many respondents, in addition to limiting the value 
of acceptable gifts, specify that “company employees 
may accept gifts only from firms that have been com- 
pany suppliers for many years,” and that “gifts from 
vendors prospecting for business (7.e., not substantial 
suppliers) will be returned.” 


POLICY OF NONACCEPTANCE 


The 41% of reporting companies that do not allow 
the acceptance of gifts generally write letters to sup- 
pliers each year informing them of the policy and asking 
their cooperation. Most respondents find this practice 
effective, stating that “‘since our vendors and customers 
have been aware of this policy for considerable time, 
very few gifts are received by employees.” 

Respondents often indicate, however, that their 
policy of prohibition and/or discouragement of gift 
acceptance does not extend to the receipt of advertising 
items or token gifts such as “calendars, pencils, memo- 
randum pads and the like.” 


Refusal of Gifts 


Even though suppliers are informed of their policies 
on nonacceptance of Christmas gifts, many companies 
report that there are still occasions when a gift is re- 
ceived that must be declined. Respondents report that 
the person to whom the gift was sent is usually expected 
to return it. One company writes: 


“Nonperishable gifts are returned with a letter of thanks 
and an explanation of our practice. If a perishable gift such 
as fruit is received, it is given to a local charity, and a letter 
is sent to the donor thanking him and explaining what dis- 
position has been made of the gift and our reason therefor.” 


A number of companies report the following practice 
in the case of gifts received from a donor who may be 
unaware of the company’s nonacceptance policy: 


‘We thank the donor, expressing in the thank-you letter 
our feeling that Christmas gift giving has gotten out of 
hand and that we would much prefer a simple Christmas 
card or a letter in the future. We then request him to take 
our name off his gift list. This works surprisingly well.” 


GAINING EMPLOYEE COOPERATION 


A number of survey participants circulate written 
statements of the company’s policy on business gifts to 
those employees who are likely to receive them. Many 
of these companies have recently put their policy in 
writing “‘to make it more emphatic.” 

On the other hand, a few firms are reluctant to follow 
such a practice “‘because of the implication that some- 


one in the company has been receiving gifts he should. 
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Letter Declining a Gift 


The following is a form letter which one survey par- 
tictpant has provided its employees to serve as a model 
when declining gifts. 

“T have received your gift of .... It was most 
kind of you to think of me in this manner. 

“Our company has asked its employees to refrain 
from accepting gifts or elaborate entertainment from 
people with whom. the company does business. I 
think, therefore, in fairness to you and in the interest 
of avoiding future embarrassment, I ought to notify 
you of this policy and ask that you not send gifts to 
me in the future. I hope you can understand why 
such a policy is necessary. Most of us, I am sure, are 
sufficiently objective and impartial not to be in- 
fluenced by accepting gifts such as you have sent me, 
but there may be some whose integrity and char- 
acter are not quite this strong. The policy, of course, 
cannot be fully effective unless it is adhered to by 
everyone. 

“T do want you to know that I understand fully 
the gracious intent behind your gift and I appreciate 
your thoughtfulness. I hope I have been able to say 
this in a way which is not offensive and that you un- 
derstand and will cooperate with the true intent be- 
hind our policy.” 


not have accepted.” These companies prefer to “have 
the top executives set a good example and by their 
actions show that they are fully behind such a policy.” 
A communications equipment manufacturer reports a 
novel solution to this problem: 


“We announced that all top executives who received 
gifts but did not return them (or couldn’t return them for 
some reason or other) would have to bring them to the next 
executive meeting and others in the group would evaluate 
their price—which then would be paid by the recipient. 
Because of difficulty in returning three or four gifts which 
were received, the executives brought them in for ‘price 
evaluation.’ One executive paid $50. 

“This was written up in the next issue of the employee 
house organ. In November of the following year, all execu- 
tives and supervisors concerned wrote to the people on the 
outside who had been sending gifts and asked them to dis- 
continue the practice. We think the problem has been 
licked.” 


A furniture company president describes another 
approach, stating: “All gifts received are numbered and 
put under a tree prior to Christmas. The office personnel 
have a drawing and the gifts are distributed in this 
manner.” 


Difficult to Control 


Regardless of how they handle the receipt of busi- 
ness Christmas gifts, many respondents agree that 
control is difficult. One electrical equipment manu- 
facturer, for example, is well aware that “many gifts 
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are sent to the individuals’ homes that are never re- 
turned, but it is impossible to stop this.” However, most 
do not consider this situation a major problem, stating 
that “the items received at employees’ homes are of a 
nominal nature, and we have never tried to make an 
issue of it.” 

In addition, several participating companies maintain 
that policing of Christmas gifts is becoming less of a 
problem “‘as the majority of businesses have rigid rules 
on the number and types of gifts that they give.” 


HOW TO GIVE 


Forty-six per cent of all responding companies send 
business Christmas gifts to persons outside their firms. 
These range from relatively expensive gifts “suited to 


the individual and limited to those customers with 
whom there are personal relations” to the “‘widespread 
distribution of Christmas gifts of little intrinsic value.” 


Types of Gifts Given 


Where appropriate, survey participants prefer to 
give gifts made of their own products. Such gifts have 
the advantage of being distinctive in nature and 
readily identifiable with the donor company. This 
practice is reported most often by companies in the 
food and paper industries, whose products lend them- 
selves to such purposes. Thus a candy manufacturer 
states: ““We distribute a box of chocolates that we make 
for the specific purpose, and that is not offered for sale.” 

And another respondent reports: “As we are a paper- 


Examples of Policy Statements to Employees 


The following are excerpts from selected policies on gift 
acceptance in effect among cooperating companies. 


DISCOURAGING THE ACCEPTANCE OF GIFTS 


“The following comments are provided to assist you 
in interpreting our policy and clarifying questions which 
will probably arise. 

(1) When a gift is received, a tactful and apprecia- 
tive letter should be written to the sender, asking that 
he not send gifts in the future. On ‘first offenses,’ the 
decision as to whether or not to return the gift should 
be weighed in the light of the circumstances, the nature 
of the item, the intent of the sender, and the probable 
effect on his good will. If the intent appears to be sub- 
ject to question, the item should be returned. We should 
return: gifts to those senders who persist after having 
been notified by letter of our policy. We do not suggest 
that inexpensive novelty-type gifts be returned. 


(2) In those instances where close personal friend- 
ships exist, it is not our intent to place our personnel in 
embarrassing positions with these friends. On the other 
hand, those personal friendships should not be exploited 
as a means of circumventing this policy. Gifts received 
in these instances should be because of the purely per- 
sonal friendships only. With respect to gifts being re- 
ceived at home instead of the office, the intent of the 
policy governs. Changing the mailing address does not 
make a gift any more acceptable. 

(3) Perishables, particularly foods, pose a special 
problem in that there would be no point in returning 
them. It is suggested that gifts of this type be donated 
to a charitable organization or needy family and the 
sender be notified by letter to that effect, again explain- 
ing our policy, tactfully, even though it may be the first 
time it has occurred in any given instance.” 

PROHIBITING ACCEPTANCE OF SUBSTANTIAL GIFTS 

“Tt is our policy that employees are not to accept 
gifts of substantial nature from suppliers of goods or 
services, and it shall be an irrevocable rule that all such 
gifts be returned to the sender. 


“Note: The question arises here as to the meaning of 
the word ‘substantial.’ The United States Senate has a 
rule that if a recipient can eat up, drink up, or smoke 
up a gift in one day, that gift is not ‘substantial’. This 
appears to be a practical rule. Gifts generally fall in the 
following classes: 


“(a) Gifts such as fruitcakes, cigars, and the like, 
Tunning in value up to perhaps $5 or $10. If such gifts 
can be consumed in one day by the recipient, then they 
can probably be accepted, although the giving should 
be discouraged. 


“(b) Advertising novelties of little value, with the 
name of either the giver or the buyer on them. Such 
gifts may be either kept or thrown away. 


“(c) Gifts (beyond the one-day consumption rule) 
that because of their substantial value are actually in 
poor taste. These gifts should be returned as tactfully 
as possible.” 


PROHIBITING ACCEPTANCE OF GIFTS 


“Tt is generally recognized that a warm and enduring 
business relationship is founded on the practice of sound 
business principles and is not enhanced by the accept- 
ance of gifts or substantial entertainment. Each em- 
ployee shall at all times fully preserve his ability to 
make business decisions or recommendations solely on 
the basis of the company’s best interests, free from out- 
side influences. 

“Therefore, it is a policy that gifts shall not be ac- 
cepted by company employees from dealers, vendors, 
and others with whom we do business. 

“It is recognized that dealers, vendors, and others new 
in their association with the company, and in the ab- 
sence of knowledge of the company’s policy, may send 
gifts a first time. The propriety of accepting such gifts 
should be discussed with the plant manager or adminis- 
trative head. In any event, the donor should be im- 
mediately advised of company policy. All subsequent 
gifts from such persons shall be returned with appro- 
priate explanation.” 
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Letters to Suppliers 


The following two letters are typical of those mailed to 
suppliers by a number of survey participants informing 
them that employees are not permitted to accept business 
Christmas gifts. 

[ONE EXAMPLE] 


“With the rapid approach of the Holiday Season we 
look back at our past year’s operation, noting our ac- 
complishments and omissions. We realize that much of 
our accomplishments are based on the strength of you, 
the supplier. May we take this time to credit your or- 
ganization with that part of our success for which you 
were responsible. 

“This is also the time of year when many firms, in 
honest sincerity, display their appreciation in the form 
of gifts. We feel that your continued effort toward 
quality and service to us in the coming year would be 
the greatest contribution you could offer. 

“Seemingly insurmountable problems are anticipated, 
many of which we hope you will be able to assist us in 
solving. Quality will go beyond the limits of the art, and 
service will be most difficult to accomplish. We will be 
requiring your utmost in cooperation. We, therefore, 
ask that you refrain from any token of appreciation 
other than your continued support to our program. 

~ “May your Christmas be a merry one, and your New 
Year happy and prosperous.” 
[ANOTHER EXAMPLE] 

“This letter has been”prepared for general distribu- 
tion to all with whom we transact business in the pro- 
curement of materials and services for our operations. 
It is in no sense personal but is to publicly express in 
the abstract our view on a timely topic, and to ask for 


producing company, we had designed and published a 
limited edition volume of a literary classic. This very 
handsome volume received excellent response and we 
are planning to produce a new title this year.” 

Where it is not practical to give the firm’s own prod- 
ucts, the gifts most frequently chosen by the companies 
surveyed are liquor and foodstuffs. Next in popularity 
are items useful in the home or office, such as desk 
memorandum pads, cigarette lighters, and glassware. 
Two of this month’s survey cooperators offer a “gift 
book, from which a recipient may make his choice of 
any one of several dozen items, comparable in price. If 
the customer’s company policy is against the acceptance 
of gifts, he does not return the selection card. Also, if 
he chooses to accept a gift, he can make his own selec- 
tion from several shown in the booklet, and our com- 
pany is relieved of the detail work involved.” 


CONTROL OF GIVING 


Seven out of ten responding companies make pro- 


vision in the budget for their proposed Christmas gift 
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cooperation by all alike in our purpose of carrying out 
the established policies of our company. 

“We consider it a healthy indication that so many of 
the country’s leading business organizations are openly 
condemning a custom that started as a means of pre- 
senting token expressions of regard and good will but 
which, in the hands of a few, has become a subterfuge 
for undesirable practices. Specific reference is made to 
the presentation of gifts and gratuities, not only at 
Christmas time, but throughout the year. 

“It is not our thought to discourage the distribution 
by anyone of advertising novelties, so many of which 
reflect the originality of an aggressive advertising staff; 
in fact, we are always interested in seeing the many 
novel ideas that are continually being originated to ad- 
vertise and to create lasting interest in the products and 
services offered by established concerns everywhere. It 
is the presenting of expensive gifts or elaborate enter- 
tainment that is contrary to our published policy and is 
a practice we cannot condone. We are sure you have 
observed that there are some abuses along this line and 
that what was once esteemed a happy privilege among 
business associates has now become a real problem. 

“Our purchasing policy provides that all suppliers 
are entitled to expect equal opportunity to secure our 
business. Our purchases are awarded on a competitive 
basis and it is our sincere purpose to avoid any cir- 
cumstance that could possibly be construed as affecting 
that equality of opportunity among those who supply 
our needs. 

“Your good wishes are valued, and we are certain 
you can be depended upon to consider this letter in the 
spirit in which it has been written.” 


expenditures, thus controlling the total cost. These ex- 
penditures are most frequently charged to sales ex- 
pense. Other accounts to which this cost is variously 
charged by respondents include miscellaneous expense, 
advertising expense, travel and entertainment expense, 
and public relations expense. 


List of Recipients 


About two thirds of the surveyed companies that give 
gifts have an established list of recipients. Although 
some firms report that these lists are made up by top 
management, the most frequently reported practice is 
to have the individual salesmen compile the list which 
is subject to the sales manager’s final approval. Re- 
spondents see an advantage in this practice, since 
‘individual salesmen are in a good position to know the 
customer, the value of the customer, and what he ex- 
pects in the way of a gift.” 

But these respondents also indicate that the salesmen 
are expected to “hold the list within bounds.” The 
president of an appliance firm replies: 
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“We send to each salesman a list of his customers who 
received gifts the previous year. The salesman checks for 
address changes and organization changes, and recommends 
deletions and additions. Only in rare instances are net addi- 
tions to the list permitted, and substitutions are carefully 
policed.” 


Limiting Size of Gift 


Another means of keeping Christmas giving under 
control is the placing of a limit on the cost of gifts 
given. Forty-five participating firms (38% of those 
giving business Christmas gifts) have established such 
dollar limits on the gifts they distribute. The highest 
limit reported is $50 per gift, while $10 is the most 
frequently mentioned figure. 

Other companies prefer not to impose dollar limits on 
their business gifts, but rather rely on the exercise of 
good judgment to ensure that “‘no gift given to a cus- 
tomer violates good taste or is of a magnitude which 
would have to be concealed from his immediate 
superior.” 

Another means of “gift control’ exercised by a few 
survey participants is described by an industrial ma- 
chinery producer: 


“We leave the value of Christmas gifts to the individual 
district manager’s judgment; and as his bonus participation 


is figured after capitalizing his expenses, this is check 
enough to keep it in line.” 


“THE PRACTICE PRESENTS A PROBLEM” 


The problems inherent in the practice of business 
gift giving are highlighted by the comments of a rubber 
company executive: 


“The practice presents a problem for the recipient and we 
believe that the great majority would prefer not to receive 
such gifts. If they are refused, there is risk of offending a 
vendor and a friend who will express the view that we have 
completely misunderstood his motives. If the gift is ac-. 
cepted, some sense of obligation—however small— enters 
the situation. 

“There is evidence that there are fewer gifts today than 
formerly and that the practice is on a slight decline, which 
we feel is to the good.” 


But, while some of the firms surveyed are moving 
toward fewer and less expensive Christmas business 
gifts, the vice-president of a chemicals producer notes 
that “unless there is a major change in the customs of 
the country, I see no possibility of completely eliminat- 
ing Christmas business gifts.” 


SorrevLL M. Matues 
G. CuarkK THOMPSON 
Division of Business Practices 


Business Bookshelf 


Experience Rating in Unemployment Compensation—The many 
aspects of the impact of financing unemployment insurance 
through experience rating are considered in this well- 
documented monograph. The author, an associate professor 
of management, includes a history of experience rating and 
an explanation of the five formulas used. He concludes with 


a critical evaluation. By Clinton Spivey. University of Illi- 


nois, Urbana, 1958, 94 pages. $1.50. 


Foreign Trade of the U.S.S.R.—Traces the development of 
Soviet foreign trade and its prospects for the future. By 
V. Alkimov and V. Mordvinov. Soviet Booklet No. 37, Soviet 
Booklets, London, 1958, 88 pages. 5¢. 


The Soviet Union in Facts and Figures—An abbreviated ency- 
clopedia of the political, social, cultural and economic struc- 
ture of the U.S.S.R. (A shorter edition, entitled “U.S.S.R. 
Reference Book,” was published in December, 1956.) Soviet 
News, London, 1958, 215 pages. $1.25. 


Oregon Economic Statistics, 1959—This new edition is a com- 
pilation of the latest data on manufacturing, finance, popu- 
lation, employment, farm income, etc., for the state of 
Oregon. The organization of tables follows that of the U. S. 
Statistical Abstract. Bureau of Business Research, University 
of Oregon, Eugene, Oregon, 1959, 50 pages. $1.00. 


A Study in Liquidity—The author discusses some of the effects 
of inflation on various corporate balance sheet items, both 
in the aggregate and in terms of individual company pat- 
terns. By William A. Paton, Jr. University of Michigan Press, 
Ann Arbor, 1958, 176 pages. $5.00. 


Operations Research—Methods and Problems—A text explain- 
ing the theory and techniques of operations research, in- 


cluding illustrative problems. By Maurice Sasieni, Arthur 
Yaspan and Lawrence Friedman. John Wiley & Sons, Inc., 
New York, 1959, 316 pages: $10.25. 


Anniversary Celebrations Made Easy—A step-by-step guide for 
planning, organizing, and producing a public anniversary 
celebration, with numerous suggestions for activities and 
events that will exploit the promotional and public rela- 
tions possibilities of the occasion. By John Donald Peel. 
Chilton Company-Book Division, Philadelphia, 1959, 318 
pages. $5.00. 


Legal Aspects of Foreign Investment—A symposium on the legal 
conditions governing foreign investment in forty countries 
important in international trade. Topics covered for each 
country include: the forms of corporate structure available; 
participation by foreign capital; foreign participation in 
management; types of securities available for investment; 
payment of shares in services or other intangibles; protec- 
tion of minority stockholders; restrictions of dividend dis- 
tribution; taxes on profits and dividends; and repatriation 
of profits, dividends, and capital. The book also includes a 
general article on the legal security of international in- 
vestments and a comparative analysis by the editors. Edited 
by Wolfgang G. Friedmann and Richard C. Pugh. Little, 
Brown and Company, Boston, 1959, 812 pages. $20.00. 


Ideas for Management—A compilation of the papers and case 
histories presented by members and guests of the Systems 
and Procedures Association at its 11th International Sys- 
tems meeting. The addresses cover a variety of systems and 
procedures problems, solutions and techniques. Edited by 
Colver Gordon. The Systems and Procedures Association, 
Detroit, Michigan, 1959, 440 pages. $16.00. 
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HE BOARD’s series on discretionary income de- 
clined in the third quarter of 1959, according to 
preliminary estimates. Discretionary income totaled 
$116.2 billion (seasonally adjusted annual rate) in the 
period, which was a decline of $3.3 billion from the 
second quarter. 
This record was 11% above the recession low set in the 


Table 1: Disposable Income, Imputed Income, Major Fixed 
Commitments, Essential Outlays, and Discretionary Income, 
1955-1959, by Quarters 


Major Dis- 
Yearand Disposable Imputed Fixed Essential cretionary 
Quarter Income Income Commit- Outlays Income 
ments 
1955 I 263.8 13.8 58.6 100.5 90.9 
Ld 272.0 13.9 60.4 101.5 96.2 
fw OF STaT 14.3 62.3 102.8 98.3 
EVE LE 283.0 14.5 64.0 103.1 101.5 
1956 I... 284.6 14.4 64.2 103.5 102.4 
ey 291.1 14.7 66.3 105.5 104.6 
Ei. 295.2 16.2 67.6 107.9 104.4 
IV.e* 800.3 15.5 68.7 108.5 107.5 
1957 I 302.5 16.7 69.6 109.1 108.1 
Sele 308.0 16.1 70.5 110.9 110.5 
ELD, cts $11.5 16.6 72.5 113.5 109.0 
LVe $09.9 16.8 73.0 113.7 106.4 
1958 I 310.3 17.3 73.0 115.6 104.5 
qac $12.9 17.5 73.5 117.6 -104.4 
Ti 320.4 17.8 74.3 118.3 110.0 
IV... 322.9 18.1 74.7 118.3 111.9 
1959 I... 327.4 18.1 76.1 118.6 114.6 
ITr.. 335.3 18.5 77.9 119.4 119.5 
IIIp. 335.2 “18.9 79 4 120.8 116.2 
Billions of dollars, seasonally adjusted annual rates 
p Preliminary 
r Revised 


Sources: Department of Commerce; Federal Reserve; Institute of Life Insurance; 
Securities and Exchange Commission; Bureau of Labor Statistics; Department of 
Agriculture; Edison Electric Institute; Taz Conrarence Boarp 
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Discretionary Income 


Down in Third Quarter 


second quarter of 1958 and 5% above the prerecession 
peak which was reached in the second quarter of 1957. 

The third quarter decline in discretionary income 
resulted from an increase in major fixed commitments 
and essential outlays cutting into a stable level of dis- 
posable personal income. 

Disposable income totaled $335.2 billion in the third 
quarter—a rate substantially the same as in the preced- 
ing quarter. This relatively stable form of income did 
not drop significantly during the recession (see chart). 
In the third quarter it was about 8% above its prereces- 
sion level. 

Major fixed commitments rose $1.5 billion in the 
quarter, owing to increases in scheduled repayment of 
homeowner debt, instalment credit repayments and in- 
surance payments. 

Essential outlays expanded $1.4 billion as a result of 
increased outlays for food, clothing, medical services, 
and utilities. Imputed income rose about $400 million. 

The discretionary fund—discretionary income plus 
consumer instalment credit extensions—declined $2.0 
billion, or about three fifths as much as discretionary 
income. 


Table 2: Discretionary Income, Discretionary Fund, and 


Discretionary Income in Constant Dollars, 1955-1959, 
by Quarters 
Plus: Discretionary 
Consumer Equals: Income in 
Year and Discretionary Instalment Discretionary 1947-1949 
Quarter Income Deb Fund Dollars 
Extensions 

195512. 2c. 90.9 37.0 127.9 79.0 
PE ahets 96.2 39.0 135.2 83.8 
18 5 ate 98.3 40.3 138.6 85.3 
LV Sao. 101.5 39.9 141.4 87.4 
1956 I...... 102.4 39.7 142.1 88.7 
LOS 104.6 39.3 143.9 90.3 
Da 104.4 39.9 144.3 89.4 
LViswencte 107.5 41.4 148.9 90.8 
TOBT PTs pee 108.1 ALT 149.8 90.5 
TT Saas 110.5 42,2 152.7 91.8 
TE 109.0 42.9 151.9 89.9 
LV 5 106.4 42.9 149.3 86.9 
1958 EES. 104.5 39.6 144.1 85.3 
ER 3: 3 104.4 39.1 143.5 85.0 
TTS Se 110.0 40.3 150.3 89.1 
BVes anes 111.9 43.1 155.0 90.2 
1959 -I..... 114.6 45.5 160.1 92.1 
wipes 119.5 47.9 167.4 95.7 
IIIp. 116.2 49.2 165.4 92.3 


Billions of dollars, seasonally adjusted annual rates 
p Preliminary 

r Revised 

Sources: Federal Reserve; Taz ConFERENCE BoarD 
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Consumer credit has more than doubled in less than a 
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PONOWIVMER CREDITS... THE.STORY SINCE: 1950 


- Along with the increase in volume, consumer credit has received 

a wider acceptance by the consuming public. Since 1951, the 

; proportion of all spending units having some form of personal 
debt has increased from less than half to nearly three fifths 


The relative levels of automobile sales are probably most respon- 
_ sible for the difference in behavior of instalment credit exten- 
sions in the two cycles covered by these years. Whereas exten- 
sions were supported by the ‘‘normal'’ year of 1954 and highly 
stimulated by 1955 record sales, credit volume in 1958 was 
depressed by especially poor sales and only slightly uplifted in 
_ 1959 by a moderately good year 


195] 132 ‘53 ‘54 '55 '56 Usyef '58 '59 


However, in relation to sales, automobile credit 
has better than held its own 


PERSONAL NONINSTALMENT 
DEBT: INSTALMENT ONLY ONLY BOTH NO PERSONAL DEBT 
ALL SPENDING F 


UNITS ees 


UNDER $1,000 SUI . | 

pvr, Wa Personal debt in 
UMM’! ements 5 ae 
irri) 


consumer debt other 
than charge ac- 
counts and excludes 
a mortgage and bus- 
iness debt 


$1,000 TO $1,999 
$2,000 To $2,999 


$3,000 TO $3,999 


oa = ST 


PER CENT OF LE ee 
SPENDING UNITS IN O 10% 20% 30% 40% 50% 60% 710% 80% 90% 100% 
EACH INCOME CLASS 


Personal debt is generally more widely used with increasing income 


INDEX NUMBERS, INDEX NUMBERS, 
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Instalment credit recovered since the cycle trough of April, 1958, after a sharp decline, in contrast to 
nearly continuous expansion in the last cycle 
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EXPANSION IN CANADA CONTINUES 


been in progress for more than a year. It is difficult 

to be certain whether the bottom of the recession 
came in the second or third quarter of 1958, an infusion 
of government funds and agricultural payments having 
obscured perhaps the real trough. At any rate, the 
revival began in earnest during the last quarter of 1958. 
As noted in an earlier article! the industrial production 
index began to rise in October; from October, 1958, to 
June, 1959, it advanced 8%—from 152.2 to 161.7—on a 
seasonally adjusted basis. Other major indicators— 
among them personal income, consumer spending and 
inventory accumulation—responded strongly and the 
expansion was on. 


EARLY-STAGE COMPARISONS 


The table on the opposite page sets forth the per- 
centage changes that occurred in the major economic 
indicators during the early stages of the expansions of 
1949-1950, 1954-1955 and 1958-1959. It is apparent 
that the present upswing was somewhat more narrowly 
based than the previous pair. Consumer expenditure, 
government spending and inventory accumulation sup- 
plied the dynamism in the early stages. The encouraging 


Tv THIRD postwar Canadian expansion has now 


1 “Canada’s Impressive Economic Recovery,” The Business Record, 
August, 1959 


Gross National Product Showed Another 2% Gain in 


the Second Quarter 
$36 


34 
32 
30 


“i 1956 \957 1958 1959 


Billions of dollars; seasonally adjusted annual rate 
Source: Dominion Bureau of Statistics 


recovery in machinery and equipment, for instance, did 
not occur until the second quarter of 1959. Nonresi- 
dential construction outlays showed substantial im- 
provement in the second quarter of 1959 over the previ- 
ous three quarters, and present indications are that this 
advance has continued. With bank credit continuing 
stringent, inventory accumulation, on the other hand, 
may slow down in many industries. 

Housing expenditures, which reached an all-time high 
of $1.8 billion during 1958, declined in 1959, owing to 
the discontinuance of direct loans to builders from the 
Central Mortgage and Housing Corporation, the gov- 
ernment housing agency. Direct loans were resumed in 
September and will be available to builders on up to 


After Sixteen Quarters of Steady Increase, Consumer 
Expenditure on Services Flattened Out in the 
Second Quarter of 1959 
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The Three Postwar Expansions Compared 


Percentage change 


II ’68 Il 54 IV ’49 
to to to 
11°59 1155 IV "50 
Income: 
Corporate profits!*............. +23.2 +25.9 +45.6 
Maboruncome™.\... <.....%hek «de +8.0 +5.9 +12.3 
Interest, dividends and rent*.... -+11.0 +15.9 +22.3 
Farm net income*............. +1.0 +46.3 +2.8 
Nonfarm unincorporated business 
BECOME fs bya wakis cee Meee +4.5 +9.4 +9.5 
_ Expenditure: 
Consumer spending*........... +6.6 +7.6 +11.3 
Government spending*......... +7.2 +3.7 +10.3 
Private capital formation*....... +1.3 +4.6 +16.6 
Residential construction*...... —6.9 +17.6 +20.8 
Nonresidential construction*... —0.4 +8.7 +14.3 
Machinery and equipment*.... -+9.9 —6.6 +15.6 
Gross national product............ +7.5 +9.6 +14.8 
Production: 
Industrial production*......... +7.8 +10.5 +11.4 
Manufacturing production*..... +7.1 +9.4 +11.2 
Mining production*............ +7.7 +16.4 +9.9 
Prices: 
Consumer Price Index.......... +0.4 +0.3 +5.6 
(Pood tenis: i Merl tat Cia e —3.2 +0.5 +7.0 
Nonfood items.............. +2.0 +0.3 +4.9 
Wholesale Price Index.......... +1.3 +0.2 +12.3 
Industrial materials. ......... +6.1 +4.5 +27.4 
Trade: 
Imports of goods and services*... +9.3 +8.2 +40.2 
Exports of goods and services*... -+5.7 +11.7 +9.7 
Employment: 
Nonfarm employment*......... +3.0 +3.5 +2.6 
Financial: 
Money supply?................ +7.5 +12.8 +7.2 
(including personal savings) 
Money supply?................ +4.3 +16.7 +11.2 
(excluding personal savings) 
$-month treasury bill rates..... +204.3 —19.0 +21.6 
Corporate bond rates.......... 9.3 —4.7 0.0 
Bank Loans in Canada: 
HUET aS 0 Se RE a rea ae +15.9 +1.6 +20.5 
MRUIstNe SS te AA AN: rsctis fdisis aie ccopie's +11.4 +0.2 +23.4 
IPETSOUAI ee ee a tes vielen +48.0 +23.0 +29.8 
Government*, other financial and 
GOMIMEFCIAL 3. bow and Bhs dveoyh ss +14.2 —4.0 +6.8 


Change in Nonfarm Business Inventories 


Millions of dollars 
1958-1959 1954-1955 1949-1950 


1958 IT -—368 195412 —184 1949 IV —60 
Ill | —56 IIIT —104 19501 +148 
IV +20 IV =o It +228 


1959I +404 19551 +36 ll +36 
Il +212 II —200 IV +1184 


1 Excluding dividends paid to nonresidents 

2 Excluding government deposits 

3 Including trust, mortgage, investment and insurance companies 

4 Excluding loans fully secured by marketable bonds and securities 

5 Municipal and provincial governments; also includes loans to school boards 
* Calculated from seasonally adjusted data 


Sources: The Bank of Canada; Dominion Bureau of Statistics; MacLeod, Young, 
Weir & Company, Ltd.; Tas Conrrrencs Boarp 
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fifteen small-sized houses started between September 1 
and the beginning of 1960.1 This move, while undoubt- 
edly strengthening housing expenditures, is intended 
mainly for the relief of seasonal unemployment, since it 
will ensure a number of starts which can be worked on 
over the winter. 


EMPLOYMENT IMPROVED 


Employment shows up quite well against earlier 
expansions. It continued to improve during the summer 
of 1959, and unemployment, on a seasonally adjusted 
basis, dropped to 4.6% of the labor force during July. 
For July of 1958 the corresponding figure was 7.1%. In 
August, 1959, the preliminary unemployment figure 
showed a rise to 6%, still a percentage point below 
August of a year ago. In September, for the first time in 
three years, not one of Canada’s local labor markets was 
classified as having substantial labor surpluses. Some 
factory layoffs are now occurring, however, as a result 
of steel shortages caused by the prolonged United States 
strike. The Canadian Minister of Labor recently warned 
that these can become quite serious if settlement of the 
strike is delayed. 

Industrial production, after rising rapidly until June, 
remained on a plateau throughout the summer. Con- 
tributing factors have been a major strike in the wood 
products sector, a decline in crude petroleum produc- 
tion, and the unhappy situation of the coal industry. 
The comparative table shows the 1958-1959 situation to 
be much better with regard to prices than was the case 
in 1949-1950. It indicates, however, a less favorable 
price position than was the case in 1954-1955. Although 
the total consumer price index increased only slightly 
from 1958 to 1959, the main reason for the relative 

1 As this issue was going to press, it was learned that, available funds 


having been allocated to builders, no further applications would be 
entertained 


lron ore and gypsum were among Canadian min- 
erals showing notable production! increases; the 
outlook for coal continued to darken 


In thousand tons, except for Uranium: thousand pounds 
Per Cent 
Change 

1959/1958 


1959 1958 
(First Seven Months) 


482 
3,274 
6,464 

226 
2,002 
6,799 

109 

106 
1,148 

13,987 

249 


1For metals (except iron ore) and coal, data refer to production; for 
nonmetals other than coal and for iron ore, data represent shipments plus 
amounts produced for own use 


Sources: Dominion Bureau of Statistics; Tas ConrERENCE Boarp 
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Canadian Price Advances in Recent Months Have Resulted from a Seasonal Rise in Food Prices 


130 


NONFOOD 


120 


110 


100} 


90 
1949 
Index numbers; 1949 =100 


Sources: Dominion Bureau of Statistics; The Bank of Canada 


1950 1951 1952 1953 


stability was abnormally low food prices. When these 
advanced seasonally during the summer, the total index 
rose slightly, as the price charts indicate. Nonfood prices 
in total have not advanced recently, but the price charts 
indicate longer-run trends in this area that differ from 
the recent performance. 


EXPORTS BELIE EXPECTATIONS 


Exports were not so strong as during the two preced- - 
ing expansions, although they did much better than 
most observers had predicted. For the first nine months 
of 1959, commodity exports increased by 3% over the 
comparable period of 1958. The largest increase was in 
shipments to the United States, but an encouraging sign 
in September was a rise in exports to Commonwealth 
and other countries. 

In addition to some inventory stockpiling against the 
United States steel strike, the usual Canadian pattern 
of rising postrecession imports may be discerned in the 
present upswing. Among commodities showing substan- 
tial increases in the first half of 1959 were automobiles 
and parts (up 34% from the first half of 1958, while 
aircraft and parts showed a decline of almost 16%), 
plastics (15%), synthetic fibres (25%), books and printed 
matter (9%). Imports of heavy steel, which had dropped 
even more than usual during the recession, resumed their 
climb, with rolling-mill products being up by 28% during 
the first half of 1959. Steel imports will continue to 
loom large as investment picks up and, if the Canadian 
consumer fancies the new compact cars, increased auto- 
mobile imports from the United States may temporarily 


FOOD 
ITEMS 
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add to the soaring increases in imported cars from over- 
seas. Manufacturing facilities for some compact models 
in Canada have not been completed, but in the interim 
an effort will be made to manufacture parts here and 
send them to the United States for assembly. 

The manufacture of a smaller car in Canada may lead 
in time to lessened sheet steel imports, inasmuch as 
sheet steel for bonnets, etc., of smaller models can be 
provided by steel mills in Canada. Canadian plants did 
not make some specialized sizes demanded by the larger 
United States car models in recent years. 

Corporate profits did nearly as well in 1958-1959 as 
in 1954-1955, neither period being up to 1949-1950. 
(Note the price changes in the latter period, however.) 
Labor income did considerably better than in 1954— 
1955, but other income sectors responded less strongly, 
on the whole. 

Government spending has been more active in this 
recovery than in the one immediately preceding; con- 
sumer spending played a vital role in both. Recently, 
however, the consumer has not spent so much as the 
increase in labor income might lead one to expect. Many 
marketing people feel, therefore, that the consumer is 
ripe for a new product. The compact cars come immedi- 
ately to mind. But the consumer has not waited for the 
new Cars in order to increase his spending on automo- 
biles; about 245,000 cars, worth $1.1 billion, were bought 
in the first half of 1959. Imported cars accounted for 
45,000 purchases, with just over half of these coming 
from the United Kingdom. 

Stereophonic radio is another new product on the 
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. . » But a Closer Look at Nonfood Prices Shows a Persistent Upward Tendency 


1949 1950 195i 1952 1953 
Index numbers: 1949= 100 
Source: Dominion Bureau of Statistics 


horizon. With conversion of a present radio costing 
something like $125 or $150 per unit, this innovation 
could become a big thing in consumer durables expendi- 
ture, provided it catches on well and is introduced at the 
proper stage of the business cycle. 

Consumer expenditure on services showed a surpris- 
ing stability in the second quarter. However, the flatten- 
ing was owing to a large drop in net expenditures 
abroad. Spending on other service items showed gains. 

Because a large amount of manufacturing in the 
consumer durables field is carried on by Canadian sub- 
sidiaries of United States companies, increased spending 
by consumers could well affect the flow of direct foreign 
investment into Canada in a positive way. Direct invest- 
_ment could be stimulated in the same way by stepped- 
up demands on resource-based export industries, where 
United States companies are again large owners. It is 
not unnatural to suppose that these parent companies 
are watching the emerging credit conditions in Canada 
with more than passing interest. 


NOVEMBER, 1959 
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Because of the high level of capital investment in 
Canada over the past decade (capital outlays having 
increased 420%, from $1.7 billion to $8.7 billion, in the 
period 1946-1957), the Canadian consumer has some- 
times had to defer to the needs of his growing economy 
and postpone his purchases. When neither consumer nor 
developer refrained during periods of heightened eco- 
nomic activity, prices have been bid up rather substan- 
tially. Perhaps the possibility of the competitive situa- 
tion recurring led the Prime Minister to exhort the 
chartered banks on the subject. Mr. Diefenbaker has 
asked the banks to make sure that small borrowers are 
not discriminated against in favor of larger accounts. 


PERSONAL LOANS AT ALL-TIME HIGH 


A look at the comparative table indicates that per- 
sonal loans have risen much more during the recent 
recovery period than in the two previous ones and in 
comparison with increased loans to other sectors of the 
economy. There is, however, a further aspect. Within 
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the past eighteen months several of the large Canadian 
banks have extended their small loan operations in fairly 
aggressive fashion. A discounted loan secured under the 
provisions of these new plans works out to about 10% 
interest instead of the 6% ordinarily charged. This ex- 
tended form of small-loan operations may well have 
attracted consumer business away from the finance com- 
panies and could explain the rather slow rate of increase 
in some more traditional areas of consumer credit. Al- 
though department store receivables were up by 8% in 
August over the year-earlier figure, balances outstand- 
ing on sales finance company books had increased by 


only 3%. 


Loans by small loans companies rose by about 14% 
over last August, however. In their turn, the sales finance 
companies have been making an increasing pitch for 
industrial credit business. Even in the recession year of 
1958 they financed about $150 million worth of indus- 
trial equipment purchases. 


DEMAND FOR GENERAL CREDIT 


General business loans rose earlier and faster in 1958— 
1959 than they did in 1954-1955, though not as much as 
they did in 1949-1950. Loans to industrial firms rose 
slightly during the first year of the 1958-1959 recovery 
whereas in the equivalent period of 1954-1955 they had 


Selected Canadian Economic Indicators—Monthly Series 


Durables Nondurables 
Industrial Manu- Manu- Manu- 


Year and Month Production! facturing facturing facturing 
(1949=100) Production! Production! Production! 
(1949=100) (1949=100) (1949=100) 
1956 January.......... 148.7 139.4 143.1 136.2 
Rebruaryy scree eit 149.4 140.1 144.6 136.3 
Maree ibis cee 151.7 142.1 149.1 136.2 
Aplin Vaseaee 154.7 146.1 154.0 139.4 
Mayans. sa cuettee 152.8 143.8 152.5 136.3 
JUNneT Pes eee 155.1 145.9 154.5 . 138.6 
Uy ne te uta te 156.7 147.5 158.1 138.5 
Augusite issn chek 155.7 145.1 153.6 137.8 
September.:...... 157.1 147.0 155.1 140.0 
October! £52... .55% 158.2 147.7 157.1 139.6 
November........ 158.7 147.5 157.4 139.1 
December........ 159.3 148.9 157.9 141.3 
1957" January.nee- ane 157.2 146.2 153.7 139.9 
February......... 158.9 147.7 153.9 142.4 
Marchiv: vgs ot 159.5 147.9 154.0 142.7 
Aprils eee Set 156.9 144.2 149.7 139.5 
Mayo? os beri ae 157.7 144.4 149.7 139.9 
June: oho es 156.4 143.6 147.5 140.3 
July. 5. A cee 155.4 143.2 146.0 140.8 
Atigtisti et ee ee 155.3 143.0 145.3 141.0 
September........ 152.9 139.8 139.9 139.7 
October’ k..2 wees 151.8 138.8 139.4 138.2 
November........ 151.3 139.0 141.0 137.4 
December........ 149.1 134.5 136.5 132.8 
1958 January.......... 150.8 135.6 138.0 133.6 
February......:.. 151.6 136.4 137.9 135.1 
VEATCH et oe errs 151.3 136.5 136.8 | 136.2 
Apriligewacne. saa 151.0 136.7 136.7 136.7 
May Or Ons arte kote 154.4 140.2 140.4 139.9 
DUNE Me EAT 153.3 139.2 139.4 139.0 
TUL a NIE 151.8 137.9 134.8 140.4 
IS PUSE A otc. Gate 150.3 136.9 132.7 140.5 
September........ 151.0 136.5 132.8 139.7 
Octoberiaenaesn ak 152.2 139.4 133.9 144.0 
November........ 155.1 142.2 136.6 146.9 
December........ 156.8 142.2 142.2 142.1 
1959 January.......... 159.5 143.8 143.4 144.2 
February......... 162.0 145.8 146.7 145.0 
Marclit Aste ei. vi: 161.3 144.9 145.7 144.2 
LAG yl Gane pete eae 165.5 149.4 149.5 149.3 
Mayipae es. ase ene 164.4 148.4 147.2 149.4 
Jute see ee ee 164.7 148.0 150.0 146.4 
ABS) deiacha a aaa ee 162.6 146.4 146.0 146.8 
Augustipw ith ant 163.3 146.7 144.4 148.7 
September........ n.d. n.d. n.d. n.d. 
October ih vo. See n.d. n.d. n.d. n.d. 
1Seasonally adjusted 2 Seasonally adjusted at annual rates 


n.a,—Not available 


8 Seasonally adjusted monthly rate 


Average 


Hourly 

Consumer Wholesale . Labor Earnings in Retail 

Prices Prices Income? Manu- Sales? 
(1949=100) (1935-1989= . Billions of facturing (Millions 
100) dollars) (Dollars of dollars) 

per hour) 

116.8 222.0 14.0 1.47 . 1,147.1 
116.4 R29 'e 14.2 1.48 1,125.5 
116.4 2935 14.4 1.50 1,135.2 
116.6 224.6 14.6 1.61 1,175.8 
116.6 225.4 14.7 1.52 1,185.4 
117.8 226.5 14.9 1.53 1,187.8 
118.5 226.6 15.0 1.52 1,208.9 
119.1 227.0 15.1 1.52 1,212.4 
119.0 927.4 15.8 1.53 1,295.1 
119.8 227.0 15.4 1.55 1,224.0 
120.3 226.6 15.5 1.56 1:293'3 
120.4 228.0 15.6 1.58 1,246.0 
120.3 229.2 15.7 1.58 1,231.5 
120.5 228.2 15.8 1.58 12ou7 
120.5 228.4 15.9 ' 1.59 1,246.9 
120.9 228.5 15.9 1.60 a Aey ed 
121.1 228.0 16.0 1.61 nF ly es 
121.6 228.1 16.0 1.61 1,218.4 
121.9 928.2 16.1 1.60 1,222.4 
122.6 227.6 16.3 1.60 1,241.0 
123.3 227.0 16.1 1.60 1,261.3 
123.4 225.0 16.1 1.63 1,224.5 
1233 224.1 16.1 1.64 1,243.3 
123.1 226.1 16.0 1.66 1,258.8 
123.4 227.0 16.1 1.64 1,261.9 
123.7 227.8 16.2 1.65 1,268.7 
124.3 228.3 16.2 1.66 1,273.9 
125.2 298.1 16.3 1.66 1,258.8 
125.1 228.3 16.4 1.67 1,252.9 
125.1 227.6 16.4 1.67 1,252.3 
124.7 297.3 16.4 1.66 1,254.1 
125.2 227.0 16.4 1.64 1,256.3 
125.6 2207.4 16.6 1.64 1,246.4 
126.0 227.2 16.6 1.66 1,292.8 
126.3 228.8 16.8 1.67 1,321.5 
126.2 229.3 16.9 L71 1,311.3 
126.1 229.7 17.4 1.70 1,329.9 
125.7 230.8 17.4 1.71 1,358.3 
125.5 230.8 - 17.5 7 1,330.0 
125.4 231.2 17.6 1.72 1,326.1 
125.6 231.2 17.6 are 1,330.4 
125.9 230.7 17.8 172 1,304.3 
125.9 231.0 17.6 ira k 1,324.1 

126.4 230.8 n.d. n.d. n.d. 

127.1 230.9 n.d. n.d. n.d. 

n.d. n.a. na. n.d, n.a. 


Source: Dominion Bureau of Statistics 
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Selected Canadian Economic Indicators—Quarterly Series 


n.a.—Not available 


declined by 10%. Loans to merchandisers showed a 


sizable increase which would seem natural during a 


period of inventory accumulation. In addition, this 


classification contains loans to finance companies which 
are affiliates of retail merchandisers. Loans to construc- 


tion contractors in the second quarter of 1959 were up 


_ by more than 28% over the same quarter in the previous 


year and loans to most other businesses also showed 
_ stout increases. Only loans to the public utilities, trans- 
portation and communication sector were down—in this 
ease about 7%. In 1954-1955, loans to these firms rose 


by 38% during the first year of the recovery. 
Bank loans to provincial governments rose from the 
second quarter of 1958 to the second quarter of 1959, 


and loans to municipal governments and school boards 


rose by 22% as against a decrease of 11% during 1954— 
1955. Loans to grain dealers and exporters, which had 
been off by 15% during 1954-1955 were up by 11% in 
1958-1959. Loans to instalment and other finance com- 
panies rose by 24%, comparing with a 27% rise in 1954— 
1955. 

All in all the demand for credit would seem to have 
been pretty general. One reason was, of course, the type 
of recovery. Inventory expansion would certainly rely 
heavily on bank credit, and the relatively high cost of 
issuing new securities plus the general uncertainty of the 
market could have been additional factors. There is also 
a probability that businessmen, recalling their “tight 
money” experiences of two years ago, made haste to 
establish lines of credit while there was still time. As the 
chart on bank assets indicates, the banks met the heavy 
demands on their resources by selling government secu- 
Tities. 

With the reserves of these securities reduced to $1.9 
billion by the end of September, the banks are not likely 
to go much further in this direction, so funds must come 
from additional sources. The bond climate being now 
improved, however, a number of companies may resort 
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2 Seasonally adjusted consumer credit outstanding at end of each quarter 


Gross Personal Expenditures Expenditureson Outlays on Exports of Imports of Corporation Consumer 
Year and National Consumption on Residential Nonresidential Machinery and Goods and Goods and Profits before Credit 
Quarter Product! Expenditure! Construction! Construction! Equipment! Services! Services! Taxes! Outstanding? 
1956 i IEPA) stat 29.5 18.2 1.6 2.2 2.4 6.2 7.5 3.3 1.7 
: iD bags! Ee 30.2 18.7 1.6 2.5 2.6 6.5 ed Gite: 1.7 
LET ecto 6 30.8 19.1 1.5 2.7 2.8 6.4 Tet | 3.3 1.8 
1 Oh ipgeaeme Sings 31.8 19.3 1.4 2.9 2.9 6.4 7.9 3.3 1.9 
: 1957 te ae 31.7 19.6 1.4 3.1 3.1 6.5 8.0 3.2 1.9 
18 aM ot ae 31.8 19.9 1.4 8.1 2.9 6.2 7.9 3.2 1.9 
Wi. $2.1 20.2 14 3.1 a7 6.5 7.8 3.0 1.9 
TY eee 31.5 20.2 1.5 3.1 2.5 6.3 TA 2.8 1.9 
_ 1958 Tos A 31.7 20.6 1.6 2.9 2.4 6.3 72 CT 1.9 
as te 32.3 20.7 Li 2.9 3 6.3 7.2 2.8 1.9 
US ae $2.8 21.0 1.8 2.8 23 6.1 ZS 3.0 1.9 
1). nee 33.3 21.7 1.9 2.7 2.4 6.4 7.7 3.3 1.9 
1959 I 34.0 21.9 1.7 AM f QA 6.3 hed. 3.3 2.0 
aae one 34.7 22.1 1.6 2.8 2.5 6.7 7.9 3.4 n.d. 
EET ae ec n.d. n.d. n.d. n.d. n.d. n.d. n.d. n.d. n.d. 


Source: Dominion Bureau of Statistics 


to the market in the months ahead. They already have 
the successful example of the Federal Government in 
offering “sweetened”’ securities and they undoubtedly 
recall that these were quite successful for business in the 
last similar period. 


VALUE OF COMPARISON 


Comparing earlier patterns of expansion in relation to 
the present helps us to acquire perspective. It would be 
a still more useful exercise were we to consider much 
earlier recoveries in addition to the two of the immediate 
postwar era. We are now quite removed in time from the 
postwar situations which conditioned so many aspects 
of the two earlier business cycles, and we might find 
useful precedents in a much earlier experience. As a 
United States expert has remarked, it is well to: 


“‘. . . be aware that current developments can fall out- 
side the range of previous experience, but use that range as a 
guide to help avoid the biases we are all heir to. Many of the 
forecasts of the 1954-1955 recovery, for example, fell far 
below the range of previous experience. A similarly con- 
servative tendency appears to characterize many of the 
forecasts that have been made about the current recovery. 
Conservatism is a fine thing and so is optimism. Both should 
be tempered by experience.” 


THE NEW ATTITUDES 


The most distinctive feature of the present expansion 
is the difference in the financial sector. Equally unique 
is the early initiative of the monetary authorities in 
setting in motion the machinery for monetary restraint. 

Although monetary restraint was applied during the 
1955-1956 investment? boom, the grip came late and the 


1 Geoffrey H. Moore. “The 1957-58 Business Contraction: New 
Model or Old,” a paper presented to the seventy-first annual meeting 
of the American Economic Association, December 27-29, 1959 


2 See ‘Monetary Restraint in Canada,” The Business Record, May, 


. 1956 
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brakes were applied only after inflationary forces had 
been set in motion. This time the Bank of Canada has 
acted early in the cycle and has been supported in its 
stand by a surprising number of business institutions, 
organizations, economists and citizens. 


MONETARY POLICY AT WORK 


In the last half of 1957, the conditions of tight money 
which had been instituted in 1956 were allowed to ease 
considerably. Two large-scale increases in the money 
supply occurred in May and July of 1958 in connection 
with government financing. The over-all increase up to 
November of 1958 was about 17%, bringing the money 
supply to about $13.2 billion, an amount which the 
Governor of the Bank of Canada, in his 1958 report, 
considered sufficient “to make possible the financing not 
only of full recovery from the recession but of a consider- 
able degree of renewed economic growth thereafter.” 
Since last November virtual stability has prevailed in 
the money supply. Indeed, if we exclude the less active 
personal savings deposits from total currency and bank 
deposits in the hands of the general public, a decline is 
evident. “Demand deposits’’ dropped by more than 9% 
from October, 1958, to August, 1959. 


AUGUST CRISIS 


Relying on an expansion in velocity of circulation of 
money to sustain the recovery and occupied with 
squeezing excess liquidity from the economy, the central 
bank has pursued a dauntless course. Even when uncer- 
tainty and insecurity threatened the capital and money 
markets, the monetary authorities were implacable. 


Midyear 1959 Showed a Striking Recovery in Govern- 
ment Tax Revenues 
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As Bank Loans Rose, the Chartered Banks Maintained 
Cash Reserves by Selling Government Bonds 
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@ From January 31, 1957, based on “amortized value"; previously based on "not exceeding 
market value” 


Source: The Bank of Canada 


Some confusion resulted, perhaps most particularly on 
August 13th last, when the treasury bill rate, as shown 
in the chart on page 519, broke through the statutory 6% 
interest ceiling imposed on the chartered banks in 1944. 
It soared to 6.16%, thereby bringing the Canadian bank 
rate, which has been tied to it since November, 1956, to 
6.41%. Although in actual fact the bank rate is not an 
effective weapon of monetary control in Canada, inas- 
much as the chartered banks rarely resort to the Bank 
of Canada for funds, a fair amount of publicity resulted 
from this phenomenon. 

The situation was certainly unusual in that the banks, 
under such conditions, could make a greater profit by 
lending short-term money to the government than by 
lending funds to ordinary borrowers. 

The government took the immediate and unusual 
step of reducing the size of the next treasury bill issue 
and rejecting the bids it considered to be too low. The 
following week’s issue was also restricted, and since the 
August flurry the bill rates have fallen off considerably, 
the weekly tender rate for three-month bills being 5.88% 
at mid-September and 4.93% on October 22. 


NOVEL GOVERNMENT FINANCING 


Meanwhile, public attention was focused on another 
novel action of government. In an effort to lengthen 
some of its debt obligations the government made avail- 
able in September two 544% convertible or “sweetened”’ 
issues of securities. One offered 514% three-year bonds 
due October 1, 1962, priced to yield 6.33% for three 
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'years but which could be exchanged before June 30, 
1962, for 544% noncallable bonds due October 1, 1975, 
priced to yield 5.72% per annum for sixteen years. 
_ The second issue offered 544% one-year bonds priced 
to yield 6.55% and exchangeable by June 30, 1960, for 
514% noncallable bonds due October 1, 1975, priced to 
yield 5.60% for sixteen years. These were the highest 
long-term yields on Canadian governments ever re- 
corded and proved exceedingly attractive to investors, 
particularly those of the institutional variety. 
Now the government has come back to a much- 
improved bond market with its regular issue of Canada 
Savings Bonds. These will mature in November, 1968, 
and offer a 4.98% yield if held to maturity. The limit of 
individual holdings has been raised from $10,000 to 
- $20,000 and for the first time Canada Savings Bonds 
/ may also be registered in the name of a deceased person, 
a legally constituted executor, the trustee under a will, 
or the administrator of an estate. 
With tax revenues fast improving, even a fair recep- 
| tion for the new savings bonds should keep the govern- 
ment out of the market until after March 31 next. 


FEDERAL GOVERNMENT STANDING FIRM 


That the federal government has decided to hold the 
line against rising expenditures is indicated by its action 
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in denying pay increases to Canada’s federal civil serv- 
ants, as well as its refusal to reopen financial negotia- 
tions with the provinces at this time. Presumably these 
decisions will not be subject to reconsideration until the 
present expansion begins to show signs of weariness. 
It is questionable, however, whether other Canadian 
governments will, or even can, take similar action with 
regard to spending plans. 

City governments, in particular, must provide an 
ever-increasing level of essential services and social 
capital in addition to finding solutions to painfully acute 
problems of waste disposal, traffic congestion and water 
pollution. At the same time, the stores and plants on 
which they depend for a large part of their all too inade- 
quate tax revenues are moving to the periphery. Forced 
into the market for cash, hard-pressed urban municipali- 
ties have been seeking cheaper United States money, 
even though it means gambling on the long-term future 
of the Canadian exchange rate. 


PREMIUM EXCHANGE 


Despite a heavy deficit on current international trans- 
actions and a decline in direct foreign investment in 
Canada, the heavy marketings of Canadian securities 
abroad, and especially in the United States, have served 
to maintain upward pressure on the Canadian dollar. 


The Present Expansion Features Record Interest Rates 
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The recent premium of close to 5% has not been wel- 
come to Canada’s export industries, which are thus com- 
pelled to take a discount when they change the foreign 
currency they receive for their wares into expensive 
Canadian dollars. Internally, however, the premium has 
probably served to cut their expenses somewhat. By 
encouraging imports and serving as a check on internal 
costs, the exchange premium has probably more or less 
eliminated the traditionally higher cost of living in 
Canada compared with living costs across the border. 

The value of the Canadian dollar has been, for almost 
a decade, a freely fluctuating exchange rate. The 
Canadian exchange authorities operate in the exchange 
market to smooth out excessive short-run fluctuations. 
They do not make any effort to reverse persistent mar- 
ket trends in either direction. 

In his recent testimony before the Senate Committee 
on Inflation the Governor of the Bank of Canada was 
asked to comment on the exchange rate. He replied as 
follows: 


“, . - I don’t think that any particular level of exchange 
rate is necessarily significant. Just because we call our 
monetary unit the dollar does not mean that it has to always 
be equal to one American dollar. We might call it the 
pound sterling. The British pound sterling is now worth 
$2.80 in American dollars, but that by itself does not 
handicap the British exporter. It is more a question of the 
relationship between the selling price and cost, and the 
changes that may be induced in those factors by movements 
in exchange rates.””! 


EVEN SMALL RECESSIONS HURT 


The Canadian economy is entering the new decade of 
the Sixties on a rising level of prosperity that invites 
comparison with the two preceding periods of economic 
expansion. This time, however, the program of expan- 
sion is subject to the restraining arms of monetary 
policy. The postwar experience has convinced many 
Canadians that even such relatively minor business 
recessions as they have had since 1946 can be costly 
in terms of economic growth. After the peak of indus- 
trial production was reached in July, 1953, for example, 
it took seventeen months for the index to surpass its 
prerecession peak of 130.9 on a seasonally adjusted 1949 
base. In 1957-1958, the index was off for twenty-one 
months, and only in January, 1959, did it reach its 
former peak of 159.5. Gross national product fell by 
about 3% between the last quarter of 1953 and the first 
quarter of 1954 and did not resume its rise until the last 
half of the year. In the last recession, GNP remained 
virtually stable from the last quarter of 1956 to the 
second quarter of 1958. 

In addition, the expansion periods which followed the 
first two postwar dips were plagued in their maturity 
by persistent inflationary pressures which led to painful 

1 James E. Coyne, Governor of the Bank of Canada, testifying be- 


fore the Standing Committee on Finance of the Senate of Canada on 
the threat of inflation in Canada 


attrition of the dollar’s purchasing power. The first 
expansion was aggravated by the demands of the 
Korean war and the pressures resulting from a stepped- 
up cold war; the second was spurred by the feverish 
activity of the 1955-1956 investment boom in Canada. 
Many Canadians hope that the third postwar expansion 
will demonstrate the feasibility of curbing excessive 
activity in such a way as to minimize the periodic set- 
backs in economic growth, while maintaining reasonable 
stability of prices. An important by-product of this 
managed expansion is expected to be the new light shed 
on the adequacy of present concepts of monetary 
management. 
BarBara HENNEBERRY 
Canadian Office 
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The Aged in American Society—This book, written by a pro- 
fessor of sociology, is designed primarily as a textbook for 
courses in gerontology, geriatrics, population, social prob- 
lems and social legislation. It is also of interest to persons 
concerned generally with problems of the aged, as a good 
part of it deals with such practical matters as barriers to 
employment, preparation for retirement, and sources of 
income for the aged. By Joseph T. Drake. The Ronald Press 
Company, New York, 1958, 431 pages. $5.50. 


Economics of International Migration, Proceedings of a Conference 
held by the International Economic Association—This volume 
contains twenty-four papers by leading experts in the field 
of international migration, together with a record of the 
discussions. It is presented in seven parts as follows: I— 
analytical problems raised by migration; II and II— 
empirical studies of emigration and immigration in repre- 
sentative countries; I[V—Intra-European movements of 
labor; V—special problems of the Far East; VI—social 
aspects of assimilation plus a demographic analysis of im- 
migration into Israel; and VII—a discussion of whether 
there are preferable alternatives to international migra- 
tion as an aid to economic development. Edited by Brinley 
Thomas. St. Martin’s Press Inc., New York, 1958, 502 pages. 
$9.00. 


Population: An International Dilemma, A Summary of the Proceed- 
ings of the Conference Committee on Population Problems, 
1956-1957—In the spring of 1955, the Population Council 
joined with a number of interested persons in forming the 
so-called “Ad Hoc Committee” in the hope that it might be 
possible to develop a common understanding of how best 
to approach the problems of world population growth. The 
essence of the papers and discussions of the eleven members 
of this committee and twenty-three guests is distilled in this 
volume. Present conditions are outlined in part one and 
lines of action indicated in part two. By Frederick Osborn. 
The Population Council, New York, 1958, 97 pages. $2.00 


Cost Justification—A detailed study of the principles of cost 
justification under the Robinson-Patman Act, which out- 
laws price discrimination while permitting price differentials 
justified by differences in cost of manufacture, sale, or 
delivery. This book studies the legal cases involving cost 
questions that throw light on problems of differential pricing 
and cost analysis going beyond the relatively narrow con- 
fines of the Robinson-Patman Act. By Herbert F. Taggart. 
Michigan Business Studies, Volume XIV, No. 3, Bureau of 
Business Research, School of Business Administration, The 
University of Michigan, Ann Arbor, 1959, 588 pages. $12.50. 
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Regional Price Differentials 


A problem in area competition 


different geographic areas where competitive 
conditions differ? The question seems simple, but 
'it encompasses virtually the full range of problems 
_raised by the trade regulation laws, and particularly by 
-the Robinson-Patman Act.' This act prohibits price 
discrimination that may injure competition, while sanc- 
tioning price differentials based on differences in the 
seller’s cost, in the competition he encounters or in 
| market conditions.? 

' Although the act has been in effect since 1936, its 
bearing on problems of meeting competition in different 
geographic areas has been relatively little explored. 
- Such problems have, however, come into new focus as a 
result of conflicting rulings by courts in the seventh and 
tenth circuits on issues now headed for decision by the 
United States Supreme Court.? What does this mean for 
' companies selling in more than one geographic region? 


PRICE DIFFERENTIALS AND THE LAW 


Basically the Robinson-Patman Act affects a seller’s 
price differentials if his products cross state lines. The 
act specifically forbids a seller to 


OW FREE is a seller to charge different prices in 


“*. . . discriminate in price between different purchasers of 
commodities of like grade and quality . . . [where any of 
the purchases involved are interstate] and where the effect 
of such discrimination may be substantially to lessen com- 
petition or tend to create a monopoly . . . or to injure, 
destroy, or prevent competition with any person who either 
grants or knowingly receives the benefit of such discrimina- 
tion, or with customers of either of them.” 


_ At the same time, the law permits three types of differ- 
ential: differentials which make only due allowances for 
differences in a seller’s cost of manufacture, sale or 
delivery; shifts in price in response to changing market 
conditions; and price reductions that are made in good 
faith to meet an equally low price of a competitor. 


1 Act of June 19, 1936 chapter 592, 49 stat. 1526; 15 U.S. code, 
secs. 13, 13a, 13b, 2la 

2 Two separate sets of procedures are available under the Robinson- 
Patman Act. The act is enforced by the Department of Justice and the 
Federal Trade Commission. Companies injured as a result of discrim- 
ination by other companies may also bring suit. The scope of enforce- 
ment agency power is, however, considerably broader with respect to 
geographic pricing than that of an individual company that initiates 
a case. [Nashville Milk Co. 355 U. S. 373 (1958)] 

8 Anheuser-Busch, Inc. vs. FTC 265 F2d 677 [1959 Trade Cases Par. 
69,330]; Atlas Building Products Co. vs. Diamond Block and Gravel 
Co. CA-10, 8-17-59 [1959 Trade Cases Par. 69,448] 
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The act, therefore, distinguishes between price dis- 
crimination and price differentials. The first violates the 
law whenever it may result in injury to competition 
either with the company granting the concession, with 
companies receiving the concession, or with their cus- 
tomers. The second does not violate the law, but is in 
fact a necessary mechanism of competition. But despite 
the verbal distinction, many unresolved questions still 
exist—and nowhere are these more perplexing than in 
the area of national vs. regional vs. local pricing. 


THE HEART OF THE MATTER 


A seller who operates in several states and finds that 
competition is not so acute in some areas as in others 
has a strong incentive to charge higher prices where 
there is less competition and lower prices where com- 
petition is greater. These incentives are particularly 
significant in industries where some manufacturers sell 
on a national, and others on a regional or local basis— 
and they are even more significant when the transporta- 
tion cost of a product is relatively high in proportion to 
the product’s value. 

Now, if price discrimination occurs only when buyers 
who are charged different prices are in competition, no 
Robinson-Patman issue is raised if buyers who do not 
sell in each other’s areas are charged different prices. 
But, if the law applies also to injury to competitors of 
the seller who is charging different prices, a different 
Robinson-Patman situation occurs. 

This is the heart of the problem upon which the pres- 
ent conflicting court decisions focus. On the one hand, 
Congress intended to prevent the elimination of local 
business through discriminatory pricing by larger na- 
tionally based competitors. On the other hand, there is a 
question whether price discrimination occurs when there 
is no relationship among buyers that entitles them to 
equal treatment by sellers. 


CONFLICTING DECISIONS 


Two decisions pointing up the present dilemma con- 
cern the price of beer in St. Louis and the price of 
concrete cinder building block in Las Cruces, New 
Mexico. 

1. The beer case. In 1955, Anheuser-Busch, one of the 
nation’s leading brewers, was charged by the Federal 
Trade Commission with price discrimination and, after 


- hearing, found in violation of the Robinson-Patman 
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Act. The discrimination was said to have occurred in the 
St. Louis area where Anheuser-Busch has a brewery and 
where it faces competition not only from national but 
from local and regional brewers. Following a strike in 
1953, the national brewers generally increased their 
prices throughout the country. But neither Anheuser- 
Busch nor its local St. Louis competitors increased its 
St. Louis prices. During 1954, Anheuser-Busch reduced 
its St. Louis price for Budweiser to equal that of local 
and regional beers, but did not reduce prices elsewhere. 

The Federal Trade Commission held that Anheuser- 
Busch’s price cuts constituted price discrimination be- 
tween purchasers differently located, that the cuts had 
the effect of diverting substantial business to Anheuser- 
Busch from its St. Louis competitors, and that this 
diversion had substantially lessened beer competition in 
the St. Louis area. 

In April, 1959, the Court of Appeals for the Seventh 
Circuit reversed this ruling; its decision has recently 
been appealed to the Supreme Court. The lower 
court found that no price discrimination had occurred 
because there was no discrimination among Anheuser- 
Busch’s St. Louis customersand no competition between 
its St. Louis customers who received the price cut and 
its customers in other areas who continued to pay the 
higher regular price. 


“There must be some relationship between the different 
purchasers which entitles them to comparable treatment 
. it is clear that the mere fact of difference in price re- 
sulting from difference of markets, is not price discrimina- 
tion under the act.”? 


In support of its reasoning, the court went back to 
the Congressional debates on the Robinson-Patman Act 
to note the following statement of Congressional intent: 


“Underlying the meaning of the word [discrimination] is 
the idea that some relationship exists between the parties 
to the discrimination which entitles them to equal treat- 
ment, whereby the difference granted to one casts some 
burden or disadvantage on the other.’”? 


The court noted that its ruling might have been different 
if there had been competition between Anheuser- 
Busch’s customers in St. Louis and its customers in 
other areas or if its lower prices in St. Louis had been 
subsidized by correspondingly higher prices elsewhere. 

2. The cinder block case. Atlas Building Products man- 
ufactures and sells concrete cinder building block in 
El Paso, Texas, where it is said to have a virtual 
monopoly. It also sells in the Las Cruces, New Mexico, 
area. Diamond Block & Gravel manufactures and sells 
cinder block in Las Cruces and vicinity only. Diamond 
brought suit against Atlas, charging that Atlas had 
engaged in price discrimination by selling building block 


1 Anheuser-Busch, Inc., vs. FTC 265 F2d 677 [1959 Trade Cases 
Par. 69,330] 
2 80 Congressional Record 9416 


to dealers and contractors in Las Cruces at a lower pric 
than Atlas was charging in El Paso—even thoug]l 
delivery costs to Las Cruces were greater. 

It further charged that as the largest manufacture 
and supplier in the area, Atlas was using its marke 
power to achieve a monopoly in El Paso and to domi 
nate the market in nearby New Mexico. Atlas’ pricin; 
had, it was said, deprived Diamond of its “‘bread anc 
butter business” and had prevented it from enlarging it. 
facilities to take care of expanding demand. Diamonc 
charged that Atlas was using its income from its highe 
El Paso prices to subsidize its lower Las Cruces price: 
and to stifle local competition in the Las Cruces area. 

The District Court held for Diamond and the Appeal. 
Court for the Tenth Circuit agreed. In August, 1959, 1 
held that geographic price discrimination can occur 1 
there is injury to competitors of the discriminating sup 
plier—even if purchasers who are charged differen 
prices do not compete with each other. The court notec 
that the Robinson-Patman Act is designed to preven 
interstate business from injuring local business. It wa: 
not disturbed by the fact that builders in El Paso do no 
compete with builders in Las Cruces, pointing out tha 
the Robinson-Patman Act is designed to prohibi 
regional price discrimination 


«6eé 


. . . between different purchasers wherever located 
whether competing or not, when the effect of such discrim 
ination may substantially lessen competition or tend t 
create a monopoly in any line of commerce.’’! 


THE ROOTS OF THE CONFLICT 


As is to be expected, the beer and cinder block deci 
sions arise out of separate lines of rulings in differen 
factual situations. These lines may be briefly sum 
marized. 

1. Cases where geographic price discrimination was found 
During the 1930’s there were only three manufacturer 
of domestic chicory. Two of these, Muller and Franck 
were interrelated. Muller, the largest of the three, sol 
throughout the country but principally in the south 
Franck also sold principally in the south; Schanzer, th 
third, sold exclusively in the New Orleans area. Durin; 
part of the time prior to March, 1937, Franck sold 
New Orleans at a loss of 11 cents per one hundrex 
pounds and during part of the time at cost or slightly 
below cost. By granting rebates to certain customers anc 
selling premium chicory at or below the price of ordinary 
chicory, Muller also discriminated in favor of its Nev 
Orleans outlets as against its St. Louis, Memphis 
Atlanta, and Birmingham customers. During this pe 
riod, Muller’s business was conducted at a loss, averag 
ing from 8 to 18 cents per one hundred pounds. 

The Federal Trade Commission found that Mulle 
had forced the New Orleans price of chicory so low tha 
Schanzer could not meet it. At the same time, Mulle: 


1 Atlas Building Products Co. vs. Diamond Block & Gravel Cc 
CA-10, 8-17-59 [1959 Trade Cases Par. 69,448] 
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had been able to recoup a part of its New Orleans losses 
by selling at higher prices in other areas. The commis- 
sion therefore found that price discrimination in viola- 
tion of the Robinson-Patman Act had occurred, even 
though there was no competition between chicory buy- 
ers who were charged different prices. 

On appeal, the Sixth Circuit Court upheld the com- 
mission and found that price discrimination had oc- 
curred, had injured Schanzer, and had tended to estab- 
lish a monopoly position for Muller and Franck.! 

In a later case, the larger of two bakers (Mead), with 
bakeries in Santa Rosa and Clovis, New Mexico, and in 
various towns in Texas, was charged with price dis- 
crimination by a small baker (Moore), located in Santa 
Rosa. Many months before it brought suit, Moore had 
threatened to move its business, but local merchants 
had persuaded the company to stay by agreeing to buy 
exclusively from it. Calling this a boycott, Mead cut its 
wholesale bread price in Santa Rosa by half while 
maintaining its price in other towns. An eight-month 
price war followed and ended only when Moore was 
forced out of business. 

The District Court held for Moore. The Appeals 
Court reversed on the ground that the business was 
local, but the Supreme Court found for Moore on the 
ground that Mead had attempted to destroy local 
competition.” 

In a third case, the Fourth Circuit Court, upholding 
the Federal Trade Commission, found that a seller with 
relatively wide distribution was selling ice cream cones 
in a limited area where it faced competition from a 
smaller company at a price about 25% below its own 
price in other areas. The court found evidence that 


ce 


. . . the price cut was initiated for the purpose of driving 
the competitor out of business and that it deprived the com- 
petitor of its norma! channel of distribution through jobbers 
with the loss to the competitor of about half its volume of 
business in the product in question.’ 


This decision was not appealed. 

2. Case where no geographic price discrimination was 
found. Arden Farms, one of the major United States 
dairy companies, sold ice cream products throughout 
the Los Angeles area and in other states. A smaller 
company, Balian, sold ice cream in a part of the Los 
Angeles area only. Prior to November, 1949, Arden, 
Balian, and other Los Angeles manufacturers published 
price lists for their ice cream products, but the lists did 
not reflect actual prices for any substantial amount of 
ice cream. Companies other than Arden were in the 
habit of making numerous deviations from their own 
lists, offering price inducements to prospective custom- 


1 Muller & Co. et al. vs. FTC 142 F2d 511 [1944-1945 Trade Cases 
Par. 57,231] 

2 Moore vs. Mead’s Fine Bread 384 U. S. 115 [1954 Trade Cases 
Par. 67,900] 

3 Maryland Baking Co. vs. FTC 243 F2d 716 [1957 Trade Cases 
Par. 68,681] 
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ers in the form of rebates, discounts, free services, etc. 
Indeed, competition in wholesale sales of ice cream in 
the area became so intense that the price structure was 
very badly broken down. 

Meanwhile, Arden had not made corresponding price 
concessions. Between 1946 and 1950, its sales dropped 
from approximately 7 million to approximately 4 million 
gallons, and its share of the Los Angeles ice cream 
products market dropped from 23% to 17% while 
Balian’s share rose from 11% to 13%. 

Arden, therefore, decided late in 1949 to publish a 
new list reducing the Los Angeles price for virtually all 
its ice cream products to the level of its competitors’ 
prices. It did not reduce prices elsewhere. 

On the basis of these facts, Balian charged Arden with 
violation of the Robinson-Patman Act. Balian argued 
that by making an across-the-board price reduction in 
the Los Angeles area, Arden had engaged in territorial 
price discrimination, since the cuts were not made to 
meet individual competitive situations but blanketed a 
local area. It further contended that since Arden was 
one of the largest dairy products firms in the West, its 
pricing had the power to injure competitors. 

Two lower courts ruled otherwise and were upheld by 
the Supreme Court. The Court of Appeals for the Ninth 
Circuit found that Arden’s across-the-board price cuts 
in Los Angeles were made in good faith to meet the price 
of its competitors, taking into account its own diminish- 
ing sales. The court noted that if Balian’s arguments 
were valid, it would be impossible for any seller who 
does interstate business to lower his price in any one 
area, unless he also made corresponding price reductions 
in every locality where he did business. The court 
rejected such a pricing strait jacket, stating that 


ee 


. . . Congress did not put a floor under all existing prices 
so these could never be lowered by a firm doing interstate 
business. Certain economists contend for this construction. 
Such a situation would not be in the public interest. The 
people are interested in obtaining goods at the lowest price 
possible, if competition is not vitally affected thereby. The 
assumption suggested above would ring the death knell of 
competition.’ 


The court went on to explain that the Robinson- 
Patman Act was not designed by Congress to abolish 
competition or to curtail it so radically that a seller 
would have no substantial right of self-defense against 
a price raid by a competitor. It noted further that there 
was no causal connection between Arden’s higher prices 
in Arizona, Washington and Oregon and any injury to 
Balian as a result of Arden’s lower prices in Los Angeles. 


‘The customers of Arden in the respective areas are not 
in competition with each other, and the products sold in 
each area are sold in competition with like products manu- 
factured by others. The prices in each area are based upon 
the cost of production and competitive conditions based 


1 Balian Ice Cream Co. vs. Arden Farms Co. 231 F2d 356 [1955 


‘Trade Cases Par. 68,186] cert. den. 350 U. S. 991 
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upon like products manufactured by others. Moreover, 
Arden had other competitors in the Los Angeles area be- 
sides . . . [Balian]. It did seventeen per centum of the 
business only. Therefore, Arden was doing business in a 
number of largely disconnected, homogeneous, competitive 
areas. There simply was no reason for uniformity of price 
throughout these areas. Any revenue loss to . . . [Balian] 
as a result of the lowering of prices is merely one of the re- 
sults of local competition.” 


The court ruled that Arden had not discriminated 
among customers who were competing among them- 
selves, that Arden’s price reductions were not designed 
to cause loss to a single competitor, that no competition 
had been eliminated, and that there was no probability 
that any of Arden’s competitors would be forced out of 
business. Indeed, said the court, Balian’s problems were 
not attributable to Arden but “‘. . . solely to the in- 
tensely competitive Los Angeles ice cream market 
. .., for which Balian itself was partly responsible. 


ECONOMIC FACTORS 


It is apparent, therefore, that different factors have 
rated differently in various regional price discrimination 
cases, depending on the facts in each situation. While no 
factor ever stands alone, each may be considered sepa- 
rately in an attempt to determine what is at stake. 


1. Size of the seller and relation of his costs to his price. 
Where a seller’s low price in a particular area results in 
an average loss on his entire business or in a loss in that 
area alone, and where injury to a competitor results, the 
courts have not hesitated to find territorial price dis- 
crimination. The classic example here is the Muller 
decision. 

2. Extent to which profits from a high-price territory are 
used to subsidize losses in a low-price territory. This factor. 
received consideration in virtually all cases. Indeed, the 
absence of such a subsidy was a consideration in the 
court’s finding that territorial price differentials were 
permissible in the Anheuser-Busch and Balian cases. 

3. Use of price cuts to destroy local competitors. Where 
the courts have thought that territorial price reductions 
have been designed to undermine local business, they 
have ruled against them. This was a part of the court’s 
findings in the Muller and Moore decisions. An absence 
of evidence of “‘intent”’ to injure competitors underlies 
the court’s finding of a lack of price discrimination in 
the Balian case. 

4. Changes in sales and market shares of the seller using 
territorial price differentials. In several cases the Federal 
Trade Commission and the courts have examined data 
on changes in the sales or the market shares of the price- 
cutting company. In both the Muller and Moore cases, 
for example, the sales and market shares of the seller 
charged with territorial price discrimination had in- 
creased while the sales and market shares of his local 
competitor had fallen off substantially. By contrast, in 

1 Tbid. 


the Balian case, Arden had lost sales in the Los Angeles 
ice cream market prior to the time it cut its prices, 
while its competitor, Balian, had gained sales. 

5. Relation of the seller’s reduced price to the price that is 
met. In a relatively early case not involving territorial 
pricing, a lower court decided, and the Supreme Court 
agreed, that the Robinson-Patman Act does not sanc- 
tion selective price reductions that cut below the price of 
the seller whose competition is being “met” if injury to 
competition results.1 The same opinion would presum- 
ably apply to selective territorial price cuts. 

Less clear is the status of price cuts that bring the 
new price above local competitive prices but below the 
seller’s prices elsewhere. A ruling on this point appears 
in an opinion by the Federal Trade Commission in the 
General Foods case. Here the commission found that 
price discrimination had not occurred, in part because 
General Foods’ western price for pectin products was 
above that of its western competitors.” 

The most serious: problem, however, arises when a 
seller’s regional price cut brings his price to the level of 
the local price. This was the situation in the Anheuser- 
Busch and the Atlas cases. 

6. Existence of a price war. The degree of compulsion 
on a seller to cut his price has normally been taken into 
account in cases where the courts have held that terri- 
torial price differentials do not spell territorial price 
discrimination. A seller is, therefore, not necessarily 
required to choose between lowering his prices in all 
areas or giving up existing business in a low price area. 

7. Systematic vs. nonsystematic price concessions. If two 
or more sellers continuously and systematically match 
each other’s prices in different areas, regardless of trans- 
portation costs—under circumstances where agreement 
to avoid price competition is express or implied— 
price discrimination occurs. This is so, even if buyers 
who are charged different prices are not competing with 
each other; injury to competition is found in the fact 
that the sellers are not in competition.’ 

And if a seller uses a basing point method of continu- 
ously and systematically matching the varying regional 
prices of another seller, regardless of transportation 
costs, price discrimination also results. No agreement 
among the sellers is necessary, since individual sellers 
are meeting each other’s higher as well as each other’s 
lower prices. In such cases, the Supreme Court has 
found a failure of good faith in claims by a seller that he 
was “meeting” the “equally low” price of a competitor.‘ 

By contrast, if an individual seller acts in good faith 
in making a one-time price concession to an individual - 
buyer to forestall loss of business, price discrimination 

1 Moss Inc. vs. FTC 155 F2d 1016 [1946-1947 Trade Cases Par. 


56,474] cert. den. 326 U.S. 734 
2 Jn the matter of General Foods Corp. (Dkt. 5675, issued 1949); 


‘dismissed 1954 


3 Aetna-Portland Cement Co., FTC vs. U. S. Supreme Court ; 
[1948-1949 Trade Cases Par. 62,237] 

4 Corn Products Refining Co. vs. FTC 324 U.S. 726 (1945); Staley 
Manufacturing Co., FTC vs., 324 U.S. 726 (1945) i 
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' as defined by the Robinson-Patman Act does not occur. 
_ This is also true if an individual seller acts in good faith 
in making regular and continuing price concessions to 
prevent the loss of sales to particular buyers. 

_ In its Standard of Indiana decision, the Supreme 
Court held that a seller has the right to lower his prices 
to specific customers and, once having lowered them, to 
- continue to grant these concessions where necessary to 
_ keep the customer’s business. In this case, the Supreme 
- Court noted that both national and local suppliers had 
_ made numerous attempts to lure away four of Stand- 
- ard’s jobber customers. Indeed, it had lost three out of 
seven of these customers in the Detroit area by failing to 
meet competitors’ “‘pirating”’ offers during a local price 
war. 


“All of this occurred in the context of a major gasoline 
price war in the Detroit area, created by an extreme over- 
abundance of supply—a setting most unlikely to lend itself 
to general pricing policies. 


* * 


“After a prolonged period of haggling, during which Ned’s 
pressured Standard with information as to numerous more 
attractive price offers made by other suppliers, Standard 
responded to an ultimatum from Ned’s in 1936 with a half- 
cent-per-gallon reduction from the tank-wagon price.’”! 


The court held that Standard’s prices were reduced in 
response to individual competitive situations rather 
than as part of a pricing system and so met the require- 

ments of the Robinson-Patman Act.? 


THE PRESENT POSITION 


As matters stand, the problem of distinguishing price 
concessions that are part of a normal competitive 
process from those that endanger competition reflects a 
paradox that lies not far from the surface of the theory 
of competition and monopoly. This paradox takes on a 
_ new dimension, however, in the case of regional price 
concessions, since court decisions have sought to strike 
a balance between preserving price competition and 
avoiding restrictions on competitive pricing. 

It appears at present that the greater the extent to 
which a seller’s regional price reduction cuts below com- 
petitors’ prices, fails to cover the seller’s costs, reflects 
his dominance in other areas, and seems designed to 
drive local competitors out of business—the more likely 
it is to result in “injury to competition.” On the other 
hand, the more clearly a seller’s regional price reduction 
is necessary to prevent loss of business, the more 
justifiable is the cut in terms of the competitive theory 
underlying the Robinson-Patman Act. 

Open for question are the price options available 
when a seller wants to invade a local market in which 

1 Standard Oil Co. Inc., FTC vs., U.S. Supreme Court [1958 Trade 
Cases Par. 68,917] 

2 For further notes on the Standard of Indiana decision, see “Com- 


petitive Pricing, the Standard of Indiana Decision,” in The Business 
Record, May, 1958, p. 184 
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he has not previously sold, or to expand his share of a 
market in which he has only a modest position and 
where the prices of local sellers are lower than those he 
charges elsewhere. 

In such a situation, the degree of dominance of the 
seller in other markets and the effect of his pricing on 
local competitors appear to be paramount. These, in 
turn, hinge on the number of sellers in the local market, 
their relative sizes and market shares, and the competi- 
tive tactics adopted by the seller and by his local 
competitors. 

All this is, of course, merely another way of saying 
that the borderline between good and bad faith in meet- 
ing competition in regional markets is likely to depend 
on the probable effects of specific price cuts on competi- 
tion in these markets. 


Betty Bock 
Division of Economic Studies 


Nofe on 
Regional vs. Delivered Pricing 


Since the present article focuses on regional price differen- 
tials, it is not directly concerned with questions bearing on 
delivered pricing; 7.e., questions of basing point pricing, freight 
equalization, or zone pricing. While it is not possible to draw a 
hard and fast line between the two types of case, the principal 
distinctions may be briefly noted. 

1. The delivered pricing cases have been concerned with 
industrial products whose transportation cost is high in pro- 
portion to value. These products are produced at relatively 
few locations and used at relatively scattered destinations; 
thus methods of equalizing differences in transportation costs 
are of prime importance in meeting competition. 

2. Regional pricing cases, by contrast, have tended to con- 
cern consumers’ goods produced in almost as many localities 
as they are consumed. While these products may have rela- 
tively heavy costs of transportation, a seller’s principal prob- 
lems in meeting competition arise from the fact that locally 
based manufacturers compete with nationally, or regionally 
based, manufacturers and that the size and base costs of differ- 
ent operations differ—sometimes in favor of the larger, some- 
times in favor of the smaller, competitor. 

There is no sharp distinction between the two kinds of 
case, but it is no accident that the delivered pricing cases have 
in general been concerned with such commodities as steel, corn 
products, cement, rigid steel conduit, and titanium pigments, 
while the regional pricing cases have generally been concerned 
with such products as bread, ice cream, and beer.—B. B. 


Government and Social Welfare—The dominant theme in this 
book is the respective roles of federal, state, and local 
governments in the provision of welfare services. The author 
brings to it a background of direct personal experience in 
welfare administration as well as of teaching in the Rutgers 
Graduate School of Social Work. Included are descriptions 
of the welfare services and of their underlying philosophy 
and administration. By Wayne Vasey. Henry Holt and 
Company, New York, 1958, 506 pages. $5.00. 


Selected Business Indicators 


Chartbook 1959 1958 
Eraes September] August September 


Industrial production 
1947-49 =100 S 149 
Durables manufacturing 1947-49=100 S 159 
Nondurables manufacturing 1947-49=100 S 146 


Wholesale prices 
All commodities 1947-49 = 100 : Wis 
Farm products : re Shi. 
Processed foods 


1947-49 = 100 P 128. 


Consumer prices 
All items 1947-49 = 100 
1947-49 = 100 
1947-49 = 100 
1947-49 = 100 


Prices received and paid by farmers 
Prices received 1910-14 = 100 
Prices paid? 1910-14=100 
Parity ratio? 1910-14=100 
Employment and unemployment‘ 
Total labor force Thousand persons 
Thousand persons 
Civilian employment Thousand persons 
Nonfarm employment Thousand persons 
Unemployment Thousand persons 
Nonfarm employment 
Total Thousand persons S$ 
Manufacturing’ Thousand persons S 
Nonmanufacturing Thousand persons S 
Factory production workers in durables Thousand persons S 
Factory production workers in nondurables Thousand persons S 


Average work week 
All manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Average hourly earnings 
All manufacturing 
Durables manufacturing 
Nondurables manufacturing 


Average weekly earnings 
All manufacturing Dollars 89.28 88.70 r 89.65 
Durables manufacturing Dollars - 96.05 96.12 7 96.80 
Nondurables manufacturing Dollars 80.60 80.00 80.00 


Personal income 
Billion dollars S A 379.6 r 380.0 r 383.4 
Billion dollars S A 268.4 r 268.9 271.6 
Billion dollars S A 119.6 r 119.5 ry 120.2 
Billion dollars S A 26.8 rT, 20.5 26.3 
Instalment credit 
Extensions Million dollars S 4,105 4,103 4,102 
Repayments Million dollars S 3,620 3,601 3,602 3,376 
Instalment credit outstanding® Million dollars 37,495 37,049 36,449 33,079 
New construction 
Million dollars S A 53,016 754,972 755,896 49,260 
Total private Million dollars S A 37,944 738,940 739,456 33,852 
Private nonfarm residential Million dollars S A 22,212 722,500 723,088 18,420 
Business sales and inventories 
Total inventories® Million dollars S 89,100 789,500 89,800 85,000 
Total sales Million dollars S 59,900 59,500 61,700 54,800 
* 1.49 1.50 1.46 1.55 
Retail trade: Durable goods stores 
Inventories® Million dollars S 11,500 711,620 711,880 10,480 
Million dollars S 5,821 6,095 r 6,160 5,095 
* 1.98 Fen Wek | 1.93 2.06 
Retail trade: Nondurable goods stores 
Inventories® Million dollars S 13,300 713,180 713,190 13,200 
Million dollars S ‘11,940 12,015 712,136 11,468 
* 1.11 1.10 r 1.09 eS 
Durables mfg.: Sales and inventories 
Inventories® Million dollars S$ n.d. 30,136 730,349 28,0660 
Million dollars S n.d. 13,975 715,384 12,3855 
* n.d. 2246 1.97 2.276 
Nondurables mfg.: Sales and inventories 
Inventories® Million dollars S n.a. 21,913 721,892 21,3596 
Million dollars S n.d. P5217. 715,474 14,003b 
* n.d. 1.43 y 1.41 1.53b 
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Selected Business Indicators (Continued) 


Chartbook 


Pages* Series 


F Merchandise exports and imports 
23 Exports? 
Imports 
Export surplus® 
Federal budget receipts and expenditures 
24 Defense expenditures 
For quarterly data see below 
Money supply and turnover 
Money supply*: 1 
2 5 Demand deposits adjusted and currency® 
Deposit turnover: New York City 
Deposit turnover: 337 other centers 


Bank loans, investments and reserves 
Loans" 


26 


Diffusion index 
7 Diffusion index 
Diffusion index, cumulative 
Industrial production 


Eight sensitive business indicators 
Residential building contract awards 


Commercial, industrial building contract awards.... 


New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


Chartbook 


Pages* Series 


Gross national product 
Total 4 
2 Change in business inventories 
Final demand 


Components of gross national product 
Personal consumption expenditures 
Gross private domestic investment 
Net exports of goods and services 
Government purchases of goods and services 


Disposition of personal income 
Personal income 
Disposable personal income 
Personal consumption expenditures 
Personal saving 


Corporate profits !* 
Net before taxes 
Tax liability 
Net profits 
Dividend payments 
Retained earnings 


Business expenditures for plant and equipment 
Total 
Manufacturing 
Nonmanufacturing 


Federal budget receipts and expenditures 
Receipts 
Expenditures 
Surplus or deficit 
For monthly data see above 


_ Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
Department of Agriculture; Bureau of the Census; Securities and Exchange Com- 
mission; Treasury Department; F. W. Dodge Corporation; Standard & Poor’s Cor- 
poration; Dun & Bradstreet; National Bureau of Economic Research; Tur Con- 
FERENCE Boarp. , 

1 Excluding farm and food. 2 Including interest, taxes, and farm wage rates. 3 Prices 
received divided by prices paid. 4 Series redefined in 1953, and in 1957. 5 Includes non- 
production workers. § Excludes personal contributions to social security included in 
components. 7 Includes wages and salaries and “other labor income.” § End of period. 
9 Includes grant-aid shipments. 1° Privately held; includes demand and time deposits 

- adjusted to exclude U. S. Government and interbank deposits, and currency outside 

banks. " All member banks; Wednesday nearest end of period. 12 Commercial, in- 


NOVEMBER, 1959 


Million dollars 
Million dollars 
Million dollars 


Million dollars 


Billion dollars 

Billion dollars S 
TSA 
TSA 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


TTS 
Ts 
1947-49 = 100 S 


Thous. sq. ft. fl. sp. S$ 
Thous. sq. ft. fl. sp. S 


Million dollars S 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Billion dollars S 
Billion dollars S 
Billion dollars S 


Billion dollars S 


Billion dollars S 
Billion dollars S 


A 
A 
A 
A 
Billion dollars S A 
A 
A 
Billion dollars S A 


Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 
A 
A 
A 
A 


Billion dollars S 


Billion dollars S 
Billion dollars S 


Billion dollars S 


Million dollars 
Million dollars 
Million dollars 


1959 


Septemberp| August 


1,479 
1,392 
87 


3,433 


241.4 
140.5 
57.0 
24.8 


92,063 

63,875 

35,973 
n.d. 


—0.83 
55.79 
148 


129,879 
42,132 


Ill 


Quarterp 


481. 
ite 
480. 


313. 
69. 
ale 
99. 


381. 
335. 
313. 

21. 


n.d. 
n.d. 


1,397 
1,190 
207 


3,386 


240.8 
141.4 
55.6 
r 24.6 


91,757 
64,780 
735,472 
—560 


FmOues 
r 56.62 
149 


122,049 
38,355 
14,005 

40.5 
86.7 
63.45 
15,816 
1,146 


1959 
II 


Quarter 


484, 
10. 


July 


1,469 
1,248 
221 


3,402 


241.8 
142.6 
59.5 
25.4 


90,697 
65,861 
734,931 
—632 


3.33 
56.37 
153 


130,170 
38,849 
715,493 
40.6 
86.7 
64.08 
17,306 
1,126 


I 
Quarter 


470. 
6. 
464. 


Reb 


303. 
69. 
-0. 
97. 


wm 6 00 0 


CO i 0 


COMDAN 


September 


1,361 
1,074 
287 


3,476 


233.1 
136.7 
50.1 
23'.3 


80,798 

69,885 

30,247 
1236 


sae 45) 
15795 
137 


131,377 
32,809 
12,1776 

39.8 
86.0 
52.41 
14,881 
1,178 


1958 


TIL 
Quarter 


dustrial and farm loans of weekly reporting member banks; Wednesday nearest end 
of period; starting with July 1959, not comparable to earlier data; includes loans to 
non-bank financial institutions. 1 Gross national product less change in business inven- 
tories. 4 All data are before inventory valuation adjustment. S-seasonally adjusted. 
A-annual rate. a-anticipated. For the IV Quarter of 1959, anticipated outlays are: 
Total, 35.34; Manufacturing, 18.72; and Nonmanufacturing, 21.62. b-August, 1958 
for monthly data; II Quarter 1958 for quarterly data. p—preliminary. r-revised. * End 
of month inventory, divided by sales during tke onthe {Debits divided by deposits. 
tt Diffusion index stated as the average duration in months of expansion or contrac- 
tion. n.a.-not available. “ Chartbook of Current Business Trends (Sixth Edition), 
Tue ConreRENcE Boarp, 1959. Copies available to Board Associates on request 


Mergers and Acquisitions 
July 11, 1959—August 10, 1959? 


[Continued from page 502] 


Acquirer i 
Description and Aasets in Millions 


Brager-Gutman, Ince. (n.a.) 
(Formed by merger of) 


Burry Corp. (n.a.) 
Marine, railway 
finishes mfr. 

Burton Mfg. Co. (over $.1)* 
Aeronautical and scientific instru- 
ments mfr. 

Cavitron Corp. (over $.5)* 
Dental and_ ultrasonic 
equipment mfr. 


Central Contractors Service, Inc. (n.a.) 


and industrial 


industrial 


Century Chemical Corp. (n.a.) 


Chain Belt Co. ($48.6) 
Mechanical power transmission, con- 
veyor chain and construction ma- 
chinery mfr. 


Champion Paper & Fibre Co. ($168.1) 
White and book Uae a mfr. 

et reopee Mfg. Cor: 
(Sub. of fh aes % Johnson) ($152.7) 
Surgical dressings and related prod- 
ucts mfr. 


Consolidated Electronics 
Corp. ($18.8) 
Electric and electronic equipment 
mfr. 

Consolidated Foods Corp. ($121.4) 
Foods processor and retail food store 
chain operator 

Consolidated Sun Ray, Inc. ($22.4) 
Retail drug store and apparel chain 
operator 


Industries 


Consolidated-Weiss, Inc. (n.a.) 
(Formed by merger of) 


Cory Corp. ($10.1) 


Household electrical and kitchen 
ep planes: office equipment, and 
ehumidifiers mfr. 


Crosby Electronics, Inc. (n.a.) 

(Sub. of Crosby Teletronics Corp.) 

H. Daroff & Sons, Inc. (over $.5)* 
Men’s clothing mfr. 

Dayton Rubber Co. ($58.6) 
Mechanical rubber goods, tires, foam 
rubber, chemical and plastic prod- 
ucts mfr. 

Dobbs Advertising Co., Ine. (n.a.) 
(Formed by merger of) 

Advertising agency 


Dyna-Therm Chemical Corp. (n.a.) 
Rockets and missiles high: -temper- 
ature protective coatings mfr. 

Fawcett Publications, Inc. (n.a.) 
Magazines publisher 

Tene, PY ahd rein Stores, Inc. 
Retail department store chain oper- 
ator 

Gannett Co., Inc. (n.a.) 

Newspapers publisher 


General Sales Corp. (n.a.) 


Acquired Unit 
Description and Assets in Millions 


Brager-Hisenberg, Inc. ($3.3) 
Department store operator (Balti- 
more, Md.) 

Julius Gutman & Co. (n.a.) 
Department store operator (Balti- 
more, Md.) 

Colonial Works, Inc. (over $.1)* 
Paints and varnishes mfr. 


Trans Electronics, Inc. (n.a.) 
Electronic power supplies os semi- 
conductor test equipment 

Cleveland Dental Mfg. Co. ie $.5)* 
Dental supplies mfr. 


Crane Co. 
(Wholesale outlet (East Chicago, 
Ind.) of) (n.a.) 


were Organic Chemicals, Inc. (over 


(80% of the outstanding stock of) 
Dyes and pigments mfr. 

Universal Builders Supply Co., Inc. 
(Steel girder distributing operations 
of) (n.a 


Wert-game Paper Co. (n.a.) 
Paper merchandiser 

Refined Products Corp. (over $. 1)* 
Specialty pEQooes DE chemicals and 
resins 


Advance Transformer Co. (over $.1)* 
Fluorescent lighting ballasts mfr. 


Northwestern Products Co. (n.a.) 
Wholesale grocer (Milwaukee) 


Williams Electronic Mfg. Co. (n.a.) 
Electronic and electrically operated 
amusements, vending machines and 
recorders mfr. 

Vita-Safe Corp. (n.a.) 

Vitamin products mfr. 

Consolidated Press (n.a.) 

Printing house (Philadelphia, Pa.) 

Weiss Printing House (n.a.) 

Printing house (Philadelphia, Pa.) 

Iro Mfg. Corp 
(Blestronic. ‘Air Purifier Div. of) 

na 


Madison Fielding (n.a.) 

High fidelity equipment mfr, 
Harris & Frank, Inc. knee.) 

21-store retail apparel chain 
Elkins-Ewall Mfg. Co., Inc, 

(Foam Distributing Div. of) (n.a.) 


Dobbs Co. (n.a.)_ . 
Advertising agency 


Petrick, Amandolare & Doynow, 
Inc, (n.a.) 
Advertising agency 
Plas-Kem Chemical Corp. (over $.1)* 
Plastic materials mfr. 


Hallden Pups ne Inc. (n.a.) 
Magazines publishe 

Rike-Kumler Co. (approx $50.0)2 
Department store (Dayton, Ohio) 


“Courier-Post’’ (Camden, N. J.) (n.a.) 
iabeope ra by Camden Newspapers, 
ne. 
Evening newspaper 
Marcus Bed Spread and Drapery 
Co. (n.a.) 


Acquirer 
Description and Assets in Millions 


Georgia-Pacific Timber Co. 
(Sub. “ Georgia-Pacific Corp.) 


Plywood, lumber, doors and other 
wood products mfr. 


Glenn Industries Corp. (n.a.) 


Alexander Grant & Co. (n.a.) 
Certified public accountants 

Gulf & Western Corp. ($4.7) 
Automotive and lawn mower parts 
distributor; auto and truck bumpers 
mfr. 

Hall Brothers, Inc. (n.a.) 

Oil producer 

Hazeltine Corp. ($27.4) 

Miley radar and electronic systems 
ic 

Hexcel Products, Inc. (n.a.) 
Honeycomb cores mfr. 

Hoffman Electronics Corp. ($19.7) 
Radios, televisions, phonographs, 
and electronic apparatus mfr. 

Ideal Cement Co. ($154.7) 

Cement mfr. 


sear sis Electronic Hardware Corp. 


Electronic component parts mfr. 
Johnson Hill’s, Inc. (n.a.) 


Knox Glass, Inc. ($18.8) 
Glass containers mfr. 
Koppers Co., Inc. ($199.9) 
rude and refined coal tar products 
and related chemicals mfr. 
Ladd, Southward & Bentley, Inc. (n.a.) 
Advertising agency 
Link-Belt Co. ($105.5) 
Elevating, conveying, crushing, siz- 
ing and screening machinery mfr. 
Lionel Corp. ($13.6) 
Toy trains and equipment mfr. 
Loblaw, Inc. ($46.2) 
Retail grocery chain operator 
MacWhyte Co. ($7.0) 
Wire rope mfr. 
George L. Mallis, Inc. (n.a.) 
Advertising agency 
Masters Supply Co. (n.a.) 


Mayfair Markets 
(Controlled by Arden Farms Co.) 
($30.0) 
Supermarket chain operator 

C. 8. Mersick Co. 
eee of Norwalk Tank Co., Inc.) 
over $1.0)* 
Plumbing, hardware and electrical 
supplies distributor 

Midwest Piping Co., Inc. ($16.1) 
Bal ie ie and alloy pipe and tubing 


Milko Products, Inc. (n.a.) 


Missile Systems, Inc. (n.a.) 
Missile and aircraft electronic com- 
ponents mfr. 


Morningstar-Paisley, Inc. ($11.7) 
Starches, gums and adhesives mfr, 


John Morrell & Co. ($59.6) 
Meat packer 


Motch & Merryweather Machinery 
Co. (over $1.0)* 


- oe 


Acquired Unit er 
Description and Assets in Millions 


Booth-Kelly Lumber Co. (over $1.0)* 
(Over 98% of the stock of) 
Timber land owner and sawmill 
operator 


M & T Welding Products Corp. (n.a.) 
(Sub. of Metal & Thermit Corp.) 
Constant voltage power sources mfr, 

J. Lee Nicholson & Co. (n.a.) 

Public accountants 

Car Parts Depot, Inc. (n.a.) 

Avtomotve parts retailer and whole- 
saler 


Hamer Corp 
(49 iroducing oil wells of) (n.a.) 


Wheeler Laboratories, Inc. (over $. 1)* 
Electronic engineers 


Young Spring & Wire Corp. 
(Honeycomb Div. of) (n.a.) 


Western Mortgage Corp. (n.a.) 


Af e-biee Biko Cement Co. (over 


Cement mfr. 


Telematic Industries, Inc. (n.a.) 
Television parts and accessories mfr, 


Federated Department Stores, Inc. 
(2 Wisconsin stores of) (n.a.) 
Buck Glass Co. (over $.5)* 
Glass containers mfr. 
George W. Swift, Jr., Inc. 
(Mfg. Assets of) (n.a.) 
Paper box machinery mfr. 
M. Glen Miller Advertising (n.a.) 
Advertising agency 
Turbine Equipment Co. 
(Teco Automatic metal chip handling 
systems, assets of) (n.a.) 
World Wide Sporting Goods Co. (n.a) 
Baseball gloves mfr. 
Star Markets, Inc. (n.a.) 
Ten-store grocery chain operator 
Pacific Wire Rope Co. (over $1.0)* 
Wire rope and slings mfr. 
W.S. Roberts, Inc. (n.a.) 
Advertising agency 
Crane Co. 
f Whalenele outlet (Aurora, Ill.) of) 
na 
Universal Food Markets 
(6 New Jersey supermarkets of) (n.a.) 
Supermarket chain operator 


New Haven Electric Supply Co. (n.a.) 
(75% of outstanding stock of) 


TTS Metal Products, Inc. (n.a.) 


Franklin Novelty Co. (n.a.) 
Marshmallow candy specialties mfr. 
Ling Systems, Inc. (n.a. 
(Sub. of Ling-Altec Electronics, Inc.) 


San Luis Valley Starch Co. (n.a.) 
Potato starch mfr, 
Monte Vista Sales Co, (n.a.) 
Potato starch mfr. 
Scott Petersen & Co. (n.a 
ausage and other apociatihod! meat 
products mfr. 


Modern Tool Corp. (n.a.) 


Radial Cutter Mfg. Co. (n.a.) 
Circular, carbide tipped saw blades 
es 


[To be concluded] 


* Estimated minimum capital from ‘‘Thomas’ Register of American Manu- 


facturers, 1959’’ 


1 See The Conference Board Business Record, November 1957, and May, 1959, 
for sources and methods used in this compilation and an analysis and summary 
of recorded 1958 mergers and acquisitions 


2 1958 sales, The Wall Street Journal, July 27, 1959 
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In the November Management Record 


: 

| 
'Stock Options for Nonexecutives—Stock option plans are generally reserved for a company’s key employees. 
) This article, however, describes eleven companies’ plans that cover essentially all employees. The price and 


“ithe amount of the option stock, the maximum shares per individual, payroll-deduction procedures, and the 


jextent of participation in each company’s plan are all covered. 


‘What's Happening to the Christmas Bonus—In order to learn if the Christmas bonus is maintaining its peren- 
‘nial popularity, the Board queried the same companies that reported giving such a bonus in its 1953 
ssurvey. Although the majority continue the practice today (attesting to the viability of this Christmas 
institution), a sizable minority (22%) of the companies have discontinued giving a bonus. Their reasons 
for dropping the bonus are reported on at some length. 


] Industry Considers Mental Health—It has been estimated that “last year the direct cost of mental illness to 
American business was $3 billion. Including indirect costs, it was more than four times that amount.” 
: This is one of the reasons why some executives feel that companies should explore ways and means to help 
;employees who are mentally disturbed. Possible approaches to a complex problem are discussed here. 


More on Top Executive Pensions— Based on information about the three highest-paid executives in more than 
450 manufacturing companies, this article discusses the relationship between (1) the size of an executive’s 
pension and his salary level; and (2) the size of his pension and the size of the company. Two full-page 
charts present the data graphically. 


“Copies of the eighth edition of the Board’s Chartbook of 
Weekly Business Indicators are still available to Associates on 
request. The book, which contains twenty-one full-page charts 
in three colors, is kept up to date by adding figures as they are 
reported in the Weekly Desk Sheet of Business Indications. 
Users of the Chartbook have found if an invaluable visual 
guide to short-term business trends. 


"Initial copies of the Chartbook are available to Associates 
without charge. Additional. copies are priced at $2.50 each; 
the Board's usual discounts apply to quantity orders. The 
Chartbook is punched fo fit any standard three-ring loose- 
leaf binder; the Board has also prepared a specially printed 
binder which may be obtained, on request, for $2.00.” 


—from Conference Board Previews, November 6, 1959 
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